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EXPLORING THE SKYROCKETING PRICE OF 

OIL 


WEDNESDAY, MAY 21, 2008 

U.S. Senate, 

Committee on the Judiciary, 

Washington, D.C. 

The Committee met, Pursuant to notice, at 10:02 a.m., in room 
SD-106, Dirksen Senate Office Building, Hon. Patrick J. Leahy, 
Chairman of the Committee, presiding. 

Present: Senators Leahy, Kohl, Feinstein, Feingold, Schumer, 
Durbin, Cardin, Whitehouse, Specter, Hatch, Grassley, Sessions, 
and Cornyn. 

OPENING STATEMENT OF HON. PATRICK J. LEAHY, A U.S. 

SENATOR FROM THE STATE OF VERMONT 

Chairman Leahy. As I have said before at hearings, we will not 
have disruptions in the Committee, whether for or against any po- 
sition I may take or anybody else may. Everybody is welcome to 
be at the Committee. I would ask that nobody disrupt or stand or 
in any way block the views of others who are here as guests of the 
Senate. 

This weekend, when I was home in Vermont, I heard more than 
anything else about the price of a gallon of gas. And the price of 
a gallon of gas at the pump today in Vermont reached a record 
$3.77. And that is less than in a lot of other States. Nationwide, 
the average price has more than doubled since the President took 
office. 

The President once boasted that with his pals in the oil industry, 
he would be able to keep prices low and consumers would benefit. 
Instead, it appears to be his friends in the oil industry who have 
benefited. American consumers and the American economy have 
suffered immensely. 

Today’s witnesses represent the major, vertically integrated oil 
companies that, collectively, made more than $36 billion in profits 
in just the first quarter of this year — $36 billion in the 3 months, 
certainly more than the gross domestic product of some countries. 

I want these witnesses to hear about Warren Hill, whose family 
settled in Greensboro, Vermont, more than 200 years ago. Warren 
runs a logging and trucking company that he dreams of passing on 
to his son. But the increase in fuel prices has led him to question 
whether his business, which has been very successful for over 30 
years, can survive. 

I think Mr. Hill wants to know how all of you can justify such 
exorbitant profits on the backs of the middle class and hard-work- 

( 1 ) 
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ing families. And I think he deserves answers. Every member of 
this Committee, every Member of this Congress, whatever part of 
the country they are from, they have constituents with similar sto- 
ries and similar questions. 

We hear from the oil industry that the price of gas at the pump 
is directly related to the price of crude oil. One of the witnesses we 
have here today has said that normal supply and demand indicates 
that the price should be somewhere around $50 to $55 a barrel. As 
he said, “There is a disconnect.” There is. Well, as I was driving 
to work early this morning, they were saying that oil had reached 
$133 and some odd cents a barrel. I would like to know, and I am 
sure American families and American small businesses would like 
to know, why prices are so disconnected from what normal supply 
and demand would indicate. Why has the price of oil increased 400 
percent since President Bush took office? Why has it nearly dou- 
bled in the last year alone? We have seen it go up 6 years in a row, 
the first time that has ever happened. The prices should not sky- 
rocket like this in a properly functioning, competitive market. 

Certainly the cost of oil to these companies has not doubled or 
quadrupled. Certainly our witnesses today would not contend that 
it is service station operators who are gouging consumers for wind- 
fall profits. 

I expect that none of our witnesses would dispute that a pro- 
tracted war in Iraq has caused the price of oil to rise. I expect that 
none of our witnesses would dispute that the Administration’s eco- 
nomic policies, which have crippled the value of the dollar, have 
contributed to the rising price of oil. 

But I want to hear directly from these oil companies about 
causes of the rising price of oil, causes on which Congress can act. 
This Committee unanimously approved Senator Kohl’s NOPEC leg- 
islation, which would put an end to artificial limits on supply by 
ensuring that the U.S. Government has the authority to prosecute 
OPEC members for collusive behavior. Seventy members, Repub- 
licans and Democrats alike, have voted for this legislation, as have 
345 Members of the House, Republicans and Democrats alike. But 
the President threatened to veto it. 

I would like to know what these oil executives think about apply- 
ing principles of competition from our antitrust laws to the com- 
mercial activity of the oil-producing states. 

The members of OPEC meet regularly to agree on limits on the 
amount of oil they will produce. I think that is wrong, and I think 
it hurts Americans. If such a meeting took place in almost any 
other context, the participants would likely be charged and ar- 
rested for an illegal conspiracy in the restraint of trade. 

So do our witnesses agree that we need to crack down on specu- 
lation and manipulation in the oil commodities market? Numerous 
experts have testified before this Committee and others that oil 
prices are moving higher as a result of speculators. Investors are 
betting up the price of oil, and consumers are paying the bill. In- 
creasingly, this speculation takes place in over-the-counter trading, 
which avoids the oversight of the Commodity Futures Trading 
Commission. That is because of the Enron loophole. 

That is an unjustified loophole. Senator Feinstein and I, among 
others, have been actively trying to close it. To keep the CFTC 
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blind to speculation and manipulation in the oil futures market, we 
can only say that is inexcusable. Last week, Congress passed the 
farm bill that would close the Enron loophole. And now the Presi- 
dent has threatened to veto the legislation to close the Enron loop- 
hole. I would like to know what these oil executives think about 
that. 

Finally, last week we were able to pass legislation calling for the 
Government to stop artificially inflating demand by diverting fuel 
to the Strategic Petroleum Reserve. The President opposed that. 
Filling the Strategic Reserve may have made sense when oil was 
$25 a barrel. At $125 a barrel, it is simply hurting consumers. 

So we need some answers so Congress can act in a way the ad- 
ministration apparently will not — for the benefit of consumers, for 
American families, for small businesses. We need to get prices 
under control and back to competitive levels, and we need to do it 
now. Warren Hill and his family in Vermont, and all Americans, 
deserve a Government that will stand up for them. Small busi- 
nesses should not be forced to close their doors because oil prices 
are skyrocketing out of control. 

[The prepared statements of Senator Leahy appear as submis- 
sions for the record.] 

Normally we would not have other opening statements, but the 
Chairman and the Ranking Member of the Antitrust Sub- 
committee, Senator Kohl and Senator Sessions, are here, and so I 
will recognize each of them for an opening statement. Senator 
Kohl? 

STATEMENT OF HON. HERB KOHL, A U.S. SENATOR FROM THE 
STATE OF WISCONSIN 

Senator Kohl. Thank you, Mr. Chairman. 

As gas prices approach the previously unthinkable level of $4 per 
gallon, and crude oil passes $130 per barrel, we can only conclude 
that the oil market has failed. Driving to the doctor or to the gro- 
cery story have become unaffordable burdens on the family budget. 
Consumers are angry and they have every right to be, and the 
American economy is buckling under the weight of gas prices. And 
while consumers and businesses suffer from these price increases, 
the oil industry seems only to get richer and richer. 

Last year, for example, Exxon Mobil reported all-time record 
profits for a U.S. corporation — an astounding $40.6 billion for all of 
2007, an amount that has nearly doubled in the past 5 years. We 
are forced to worry that we are witnessing profiteering caused by 
market manipulation, price gouging, and collusion. 

The oil companies defend high energy prices by claiming that 
there have been sharp increases in demand, and yet the record 
shows that demand for petroleum in the United States has hardly 
changed in the past 27 years. According to Government statistics, 
in January 1981, 571 million barrels of petroleum products were 
supplied to the U.S. market, and in February of 2008, 27 years 
later, from 571 million it got to 573 million barrels that were sup- 
plied. Hardly any change at all. 

So while demand has remained flat, prices and profits are break- 
ing records. The question remains what is going on here. Do mar- 
ket forces alone explain the skyrocketing price of oil and gas? Each 
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of the executives testifying today should not leave here without 
telling us something meaningful about what is causing this miser- 
able situation and how to correct it. 

Problems of failed oil markets are compounded by the effects of 
speculation. Unlike equities, speculators can buy oil futures with a 
very low margin requirement, as little as 8 cents on the dollar. 
These low margins drive speculation, which in turn causes sharp 
increases in the price of crude oil. So it is vitally important to in- 
crease margin requirements on the oil commodity markets so that 
millions of ordinary consumers do not pay the price at the pump 
for the billions made by hedge funds. 

I also believe that it is long past due for us to take action on the 
NOPEC bill. The NOPEC bill would make nations that participate 
in the OPEC oil cartel accountable under U.S. antitrust law when 
that cartel limits supply in order to fix the price of oil. There is 
simply no reason that nations participating in a cartel designed to 
control the price of oil should be treated any differently than a pri- 
vate international price-fixing conspiracy harming U.S. consumers. 
This legislation would, for the first time, give our Government a 
real tool to combat OPEC. 

The need for this tool was demonstrated once again just last 
week by Saudi Arabia’s rejection of President Bush’s appeal for in- 
creased oil production. Just yesterday, NOPEC passed the House 
with 324 votes in favor. It did pass the Senate last year by a simi- 
larly overwhelming margin, but it was stripped from last year’s en- 
ergy bill in conference. 

When I first introduced this legislation in the year 2000, the 
price of crude oil on the world market was $29 a barrel — a price 
that has now more than quadrupled. We need to bring this meas- 
ure to the Senate floor now so it can be enacted into law. 

Mr. Chairman, I appreciate your calling this hearing, and I look 
forward to the testimony. 

Chairman Leahy. Thank you. And I was incorrect. It is Senator 
Hatch who serves as Ranking, and Senator Sessions has been ei- 
ther Chairman or Ranking on virtually every Subcommittee in this 
place, and I will ask him, just before I swear in the witnesses, Sen- 
ator Sessions, did you want to say anything? 

Senator Sessions. Thank you, Mr. Chairman. We know that the 
world market for oil is not a free market. We have got nation states 
who are deliberately and systematically taking steps to keep prices 
high. Our guests here today do not exist to produce the lowest pos- 
sible price of fuel for our constituents. They exist to maximize their 
profits for their shareholders. I know that is what you exist for, 
and you are going to charge what the traffic will bear, and short- 
ages of supplies have allowed, I think, extraordinary profits to 
occur. And those of us in the public sector need to think about what 
we can do to create a climate where such is not so — these prices 
are not so high. That is the No. 1 thing I hear from my constitu- 
ents. It is savaging the family budget, $50, $75, $100 more a month 
for the same number of gallons were buying just a few years ago, 
reducing their ability to purchase in the marketplace, and I do not 
think anyone can argue that it has not affected our economy. 

I am particularly concerned about diesel. Mr. Chairman, on aver- 
age, 50 percent of the cars in Europe are now diesel. They get at 
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least 35 to 40 percent better gas mileage. Had we had 50 percent 
of our vehicles diesel, we would be utilizing substantially fewer gal- 
lons from our witnesses today in overall liquid fuel. 

So I think there are a number of things we need to think about. 
Thank you for your leadership, and I do believe that we need to 
utilize what forces, Senator Kohl, we can to deal with the sovereign 
state problem and that is exacerbating the world price of fuel. 

Thank you. 

Chairman Leahy. Thank you. 

Gentlemen, would you please stand and raise your right hand? 
Do you solemnly swear that the testimony you will give in this 
matter will be the truth, the whole truth, and nothing but the 
truth, so help you God? 

Mr. Malone. I do. 

Mr. Hofmeister. I do. 

Mr. Robertson. I do. 

Mr. Lowe. I do. 

Mr. Simon. I do. 

Chairman Leahy. Let the record show that all five of the wit- 
nesses have been sworn in and have taken the oath. 

We will go through each witness before we open it to questions. 
The first witness, Mr. Robert Malone, is the Chairman and Presi- 
dent of BP America. Mr. Malone became Chairman and President 
of BP America on July 1, 2006. He is based on Houston, Texas. He 
holds a Bachelor of Science degree from the University of Texas at 
El Paso. He received a Master’s of Science in management from the 
Massachusetts Institute of Technology. He has been selected for 
the board of trustees of the National Urban League, the Foreign 
Policy Association, and the National Petroleum Council. He is also 
currently on the executive committee of the American Petroleum 
Institute. 

I would say to Mr. Malone and all the others, your full state- 
ments, of course, will be made part of the record. You will certainly 
be given a chance to look at the transcript after you have answered 
questions. After you have looked at your answers, if there are 
things you want to add to it or change, if you feel you got a number 
wrong or something like that and you want to change it, obviously 
you will be given the opportunity to do that. 

Mr. Malone, go ahead. 

STATEMENT OF ROBERT A. MALONE, CHAIRMAN AND 
PRESIDENT, BP AMERICA, HOUSTON, TEXAS 

Mr. Malone. Thank you, Mr. Chairman, Senator Sessions, mem- 
bers of the Committee. Good morning. 

We know that high energy prices are having an adverse impact 
on the economy here in the United States and on workers and fam- 
ilies across this Nation. Every week I receive letters from con- 
sumers about the impact that high energy prices are having on 
their everyday lives. 

Unfortunately, I cannot and we cannot change the world market 
on which this Nation now relies for 60 percent — 60 percent — of the 
oil it consumes every day. What we can do is work with this Con- 
gress, with the administration, with governments and consumers to 
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move toward greater energy security and a lower carbon energy fu- 
ture. 

Today’s high prices are linked to the failure, both here and 
abroad, to increase the supply of oil, gas, and renewables, and to 
reduce demand through conservation and energy efficiency. The oil 
market is tight. Geopolitical risk and concern about future supply 
are having a big impact on price today. 

We are working very hard to expand and diversify U.S. energy 
supply. We are the Nation’s largest producer of domestic oil and 
gas and one of the Nation’s largest energy investors. Over the last 
5 years, we have invested $31.5 billion in development of U.S. en- 
ergy supply, almost dollar for dollar of our U.S. profits. We expect 
to spend $30 billion over the next 5 years to maintain production 
of natural gas in the Rocky Mountain West, to renew critical infra- 
structure in Alaska, and continue development of the Deepwater 
Gulf of Mexico, and increase gasoline production from Midwest re- 
fineries. 

We are nearly doubling the capacity of our Frederick, Maryland, 
solar plant, and by the end of this year, we would expect to have 
a thousand megawatts of U.S. wind power capacity online. That 
should increase to 2,400 megawatts by the end of 2010. 

We are already one of the largest blenders of ethanol in this Na- 
tion. However, over the next decade, we will invest more than $500 
million in the search for a new generation of biofuels that contains 
more energy, has less impact on the environment, and which is not 
made from a food crop. And together with ConocoPhillips, we have 
recently announced the largest private sector investment ever in 
the U.S. — the Denali, Alaska, gas pipeline. 

Our investments across the entire energy spectrum are huge, but 
the hard truth is that even with major improvements in energy ef- 
ficiency and the rapid growth of solar, wind, and biofuels, the 
United States is going to need more oil, more coal, more natural 
gas, and more nuclear in 2030 than it does today. The United 
States, with 5 percent of the world’s population, consumes 25 per- 
cent of daily world oil production. The U.S. has got to produce more 
energy, and it needs to conserve and use this energy wisely. 

On the supply side, we support incentives for alternatives. But 
taking one form of energy to encourage production of another will 
reduce the ability to keep up with growing U.S. energy demand. 
The result is going to be less investment, less production, higher 
energy markets, and potentially even higher prices at the pump. 

This Nation should be encouraging production of all forms of en- 
ergy, especially oil and gas. But adopting measures that limit ac- 
cess to U.S. resources, dampen investment in infrastructure, and 
discourage trade with our Canadian neighbors will make our econ- 
omy increasingly vulnerable to market influences outside of our 
borders. 

BP is serious about bringing new sources of oil and gas to the 
U.S. market. We are also serious about building a sustainable, 
profitable alternative energy business that is capable of delivering 
the clean, affordable power that consumers need. My company is 
ready to work with you and others to address the energy and envi- 
ronmental needs of this Nation through a bipartisan and com- 
prehensive energy policy. 
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Thank you. 

[The prepared statement of Mr. Malone appears as a submission 
for the record.] 

Chairman Leahy. Thank you very much. 

We have been joined by the Ranking Member of the Committee, 
Senator Specter, and, Senator Specter, did you want to say any- 
thing before we go to the next witness? 

STATEMENT OF HON. ARLEN SPECTER, A U.S. SENATOR FROM 
THE STATE OF PENNSYLVANIA 

Senator Specter. Well, thank you, Mr. Chairman. Just a word 
or two. 

First, I commend you for holding this very important hearing. 
We are obviously in a crisis, national, international, with the esca- 
lating cost of oil and the intolerable prices of gasoline at the pump, 
and it is important that we bear all of our resources to try to figure 
out what to do about it. It seems to be an intractable problem, but 
we have to keep trying. And you have assembled a very distin- 
guished group of witnesses here today. 

For some time, this Committee has been trying to push legisla- 
tion on eliminating the antitrust exemption for OPEC. They have, 
for some curious reason under our case law, an exemption for our 
antitrust laws. They get into a small room and decide what the 
supply will be, and that has the inevitable potential, at least, for 
raising prices. 

Senator Kohl and I reported out of Committee, as you know, Mr. 
Chairman, and have on the floor ready for action — i would hope 
that we would get some action on that bill. It certainly could not 
do any harm. 

I understand the complexities of the issue on the OPEC and the 
pricing, but at least they ought to be subject to the antitrust laws 
to have an impact if that would be successful. 

Then we have to search further. We have talked about it a lot, 
and, regrettably, too little action since the historic gas lines of 1973 
and 1974. In a conversation I had earlier today with Mr. 
Hofmeister talking about a good many of the issues, and it is ex- 
traordinarily complex. We have to work on it. 

One item which caught my attention especially, which is worth 
mentioning, is the credit card cost. At least as Mr. Hofmeister out- 
lined it to me, it is a few cents for companies like Shell, it is, I 
think, 8 cents for the dealer, and 14 cents for the credit card. Am 
I quoting you right, Mr. Hofmeister? 

Mr. Hofmeister. That is an average number, yes. Thank you. 

Senator Specter. Well, we have been studying this interchange 
cost for a long time as to the issue of the credit card companies and 
what they do, and that sounds like a pretty big bite to me. But we 
are all consumed with the problem, and I thank you again, Senator 
Leahy, for moving ahead on this. 

Chairman Leahy. Thank you very much. You mentioned Mr. 
Hofmeister, and he is the President of Shell Oil Company. He was 
named President of Shell Oil Company in March of 2005. He has 
a Bachelor’s and Master’s degree in political science from Kansas 
State University, serves as Chairman of the National Urban 
League, serves on the boards of the Foreign Policy Association, U.S. 
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Energy Association, National Association of Manufacturers. He is 
a member of the American Petroleum Institute’s executive policy 
committee. 

I understand that Shell is announcing you will retire at the end 
of this month. I hope that is not because you had to appear before 
this Committee, Mr. Hofmeister, but I assume that was something 
long in the works, and we appreciate your being here with us 
today. 

STATEMENT OF JOHN HOFMEISTER, PRESIDENT, SHELL OIL 
COMPANY, HOUSTON, TEXAS 

Mr. Hofmeister. Thank you, Chairman Leahy and Ranking 
Member Specter, members of the Committee. I am John 
Hofmeister, the retiring President of Shell Oil Company, and thank 
you for this opportunity to testify on these very important subjects. 

Let me offer my best wishes to your friend Senator Kennedy. We 
wish him and his family well in this time of uncertainty. 

Chairman Leahy. If I may interrupt on my time, Mr. Hofmeister, 
I have just received word that Senator Kennedy will leave the hos- 
pital and will go back to the Kennedy compound in Hyannis where, 
being on the water, I know how much he will enjoy that. And I was 
pleased to see the strong, bipartisan expressions in the Senate. He 
is in our prayers, all of us, Republicans and Democrats alike, and 
I thank you for your comments. 

Mr. Hofmeister. Thank you. 

In addition to my formal written statement, I welcome this op- 
portunity to offer several additional thoughts. 

Much has and will be said about the rising energy demand and 
the actions being taken to supply this energy by major oil compa- 
nies. My written testimony speaks to Shell’s unique efforts in this 
regard. 

This is an era of remarkable capital expenditures for major new 
projects and infrastructure, strong investments in technology, and 
the aggressive pursuit of energy alternatives. We are setting 
records in one of the most expansionary periods the industry has 
ever known. Yet in the face of this sustained record spending, the 
relentless increase in the price of the crude oil continues. 

As repetitive and uninteresting as it may sound, the funda- 
mental laws of supply and demand are at work. Oil- exporting na- 
tions, as has been said, are managing their natural resource devel- 
opment and production to supply their local and global markets in 
their own self-interest. While all oil-importing nations buy oil at 
global prices, some — notably, India and China — subsidize the cost 
of oil products to their nations’ consumers, feeding the demand for 
more oil despite record prices. They do this to speed economic 
growth and to ensure competitive advantage relative to other na- 
tions. 

Meanwhile, in the United States, access to our own oil and gas 
resources has been limited for the last 30 years, prohibiting compa- 
nies such as Shell from exploring and developing resources for the 
benefit of the American people. Senator Sessions, I agree it is not 
a free market. 

According to the Department of the Interior, 62 percent of all on- 
shore Federal lands are off limits to oil and gas developments, with 
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restrictions applying to 92 percent of all Federal lands. We have an 
outer continental shelf moratorium on the Atlantic Ocean, an outer 
continental shelf moratorium on the Pacific Ocean, an outer conti- 
nental shelf moratorium on the eastern Gulf of Mexico, congres- 
sional bans on onshore oil and gas activities in specific areas of the 
Rockies and Alaska, and even a congressional ban on doing an 
analysis of the resource potential for oil and gas in the Atlantic, 
Pacific, and eastern Gulf of Mexico. 

The Argonne National Laboratory did a report in 2004 that iden- 
tified 40 specific Federal policy areas that halt, limit, delay, or re- 
strict natural gas projects. I urge you to review it. It is a long list. 
If I may, I offer it today, if you would like to include it in the 
record. 

When many of these policies were implemented, oil was selling 
in the single digits, not the triple digits we see now. The cumu- 
lative effect of these policies has been to discourage U.S. invest- 
ment and send U.S. companies outside the United States to 
produce new supplies. As a result, U.S. production has declined so 
much that nearly 60 percent of daily consumption comes from for- 
eign sources. 

U.S. reliance on foreign oil may drop this year for the first time 
since 1977, according to the EIA. But it is not clear yet whether 
that drop in foreign imports is sustainable given the restricted ac- 
cess to U.S. resources. Alternative and renewable energy sources 
play a role and are growing substantially. Energy efficiencies will 
improve as new technologies are developed and implemented. But 
leading experts forecast that oil and natural gas will continue to 
meet more than half of the world’s energy needs in the year 2030. 
EIA says that by 2030 we are still expected to import more than 
half of our own oil in this country. 

The problem of access can be solved in this country by the same 
government that has prohibited it. Congress could, if it chose, lift 
some or all of the current restrictions on exploration and produc- 
tion of oil and gas. Congress could provide national policy to re- 
verse the persistent decline of domestically secured natural re- 
source development. If the Nation set a goal of increasing domestic 
production by 2 to 3 million barrels a day by opening up new 
sources for exploration and production, in addition to recent laws 
you have passed to increase the production of renewable fuels, and 
to increase miles per gallon in the vehicles that we drive, we could 
demonstrate to the world that we are in control of our own destiny. 
If we did this, it would be unnecessary for our national leaders to 
ask the rulers of other sovereign nations to produce more oil for 
U.S. consumers and risk the discomfort of a nonresponsive reply. 
Let’s establish a national policy on domestic resource development 
and get on with the business of helping our Nation compete by pro- 
ducing more affordable energy. 

In addition to more access, we need additional refining capacity. 
As you know from my written testimony, Shell is a 50-percent par- 
ticipant in the $7 billion expansion of the Motiva refinery Port Ar- 
thur, Texas. This project will expand production of finished prod- 
ucts by more than 300,000 barrels per day and, when finished, will 
be one of the largest refineries in the United States and in the 
world. 
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Refining capacity is particularly critical when it conies to the de- 
mand for diesel, aviation fuel, and heating oil — all products that we 
in the industry refer to as “the middle of the barrel.” At home and 
around the world, demand for these middle distillates is growing 
faster than the demand for gasoline. Due to the sustained demand 
for diesel mobility and air travel, prices for these products are ris- 
ing as fast or faster than for other products. There is simply no 
way to keep up, let alone get ahead of demand, except by producing 
more oil and building more refining capacity. That is because of the 
make-up of a barrel of crude. Only a third to a half of a barrel of 
crude oil can be used to make these products, we cannot use more 
than half of a barrel of oil to make diesel and aviation fuel. To 
meet this demand, we need more capacity. 

So we need policies that enable both more crude supply and more 
refining. Higher taxes would only serve to diminish the expansion 
capacity of this critical capital investment. I urge you on behalf of 
American consumers to resist such punitive policies. 

In conclusion, Mr. Chairman, when it comes to energy security 
and affordability in this country, there is no challenge that cannot 
be turned into opportunity. The United States has the natural re- 
sources, the technology, the financial capital, the human resources, 
and the desire to be energy self-sufficient. By addressing our chal- 
lenges in the short term, the medium term, and the long term, 
Shell believes the U.S. can become more energy secure, and I look 
forward to your questions. 

[The prepared statement of Mr. Hofmeister appears as a submis- 
sion for the record.] 

Chairman Leahy. Thank you. 

Peter Robertson is the Vice Chairman of Chevron Corporation. 
He has been in this position since 2002. Mr. Robertson is a native 
of Scotland, and he earned his Bachelor’s degree in mechanical en- 
gineering from Edinburgh University, a Master’s degree in busi- 
ness administration from the Wharton School. He is the Chairman 
of the U.S. -Saudi Arabian Business Council and a director of the 
American Petroleum Institute. He is the past Chairman of the U.S. 
Energy Association. 

Incidentally, if I get the facts wrong on any one of you, feel free 
to correct it. 

Mr. Robertson, go ahead. 

STATEMENT OF PETER J. ROBERTSON, VICE CHAIRMAN OF 

THE BOARD, CHEVRON CORPORATION, SAN RAMON, CALI- 
FORNIA 

Mr. Robertson. Good morning. Mr. Chairman, Ranking Member 
Specter, and members of the Committee, my name is Peter Robert- 
son, and I am Vice Chairman of Chevron Corporation. I am here 
today proudly representing 59,000 Chevron employees around the 
world. 

I appreciate the opportunity to discuss the energy issues that are 
on the minds of all Americans, and I will address three issues: ris- 
ing oil prices, increasing energy supplies and improving efficiency, 
and urgent policy actions to achieve energy security. 

Americans feel the brunt of record oil prices, and not just at the 
pump. Everything is more expensive. People are concerned about 
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rising costs, and rightly so. Global issues affecting the supply and 
demand of oil are driving prices up. The world is consuming oil at 
an ever increasing rate, and it is projected to continue. There are 
more than a billion people who enjoy our standard of living. There 
are billions more striving for the same. 

The current system is straining to meet all our needs. There is 
dramatically reduced spare supply and no room for error. Any dis- 
ruption or perceived threat of disruption sends oil prices up. And 
the declining value of the dollar, along with investors buying more 
commodities, has only worsened the situation. 

In the past year, oil prices have doubled. We need to take steps 
to protect our economy, our consumers, and our future. Massive in- 
vestment is needed around the world, some $22 trillion by 2030, 
and all stakeholders must do their part. 

So what are we doing? Chevron produces 1.7 million barrels of 
oil a day. As large as that number sounds, it is less than 2 percent 
of world oil demand. We are aggressively spending to develop addi- 
tional oil and natural gas supplies. Our capital budget this year is 
$23 billion for new energy projects, a record amount for our com- 
pany and triple what we spent in 2004. 

In the previous 6 years, we invested nearly $73 billion, an 
amount greater than what we earned. As the Nation’s sixth largest 
refiner, we are spending $2.3 billion this year on our U.S. refining 
and marketing business, and we are developing renewables and im- 
proving energy efficiency. We are the leading producer of geo- 
thermal energy and provider of energy efficiency services. 

But Congress also has an important role to play. For starters, we 
strongly urge you to implement the recommendations of last year’s 
National Petroleum Council study. Its first recommendation is to 
reduce demand. We need to treat energy as a precious resource and 
become a Nation of energy savers. The study also urges us to in- 
crease energy supplies in all forms. 

When it comes to energy security, we need smart policies that 
support our competitiveness and help us decrease our dependence 
on foreign oil. American energy companies operate at the frontiers 
of geography, geology, and technology. We are large compared with 
most American companies, but relatively small when you stack us 
up against the national oil companies against which we compete. 
These companies have control over most of the world’s known re- 
serves, and many enjoy the unqualified support of their national 
governments. 

Given these realities, Americans need companies that can effec- 
tively compete for access to new resources and responsibly develop 
new energy frontiers. Our size and strength allows us to develop 
many complex and expensive projects that can take more than a 
decade to complete. At Chevron alone, we have more than 40 
projects in development right now, each costing, our share, over a 
billion dollars. 

Americans also need your leadership. Punitive measures that 
weaken us in the face of this international competition are the 
wrong solution at this critical point in our history. Such measures 
will only increase our dependence upon foreign supplies of energy 
while resources at home are untapped. The stunning changes dur- 
ing this decade taught us that easy access to cheap oil is over. Con- 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00017 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



12 


sumers know this and are making hard choices to budget for their 
household needs. 

We are making hard choices to mobilize more people and more 
money to increasingly remote locations in the world for more sup- 
plies. Chevron employees understand the enormous responsibility 
they have to deliver energy reliably, and I can personally attest to 
that strong commitment. 

Congress has recently made some hard policy choices on renew- 
ables and energy efficiency. We hope you can also make the equally 
hard choices to open up more Federal lands and allow us to respon- 
sible produce more American oil and natural gas which can supply 
us for decades to come. We cannot expect other countries to expand 
their resource development to meet our increasing needs when we 
limit our development without good reason. 

Our collective actions can demonstrate leadership on issues that 
are within our control and can help us weather the powerful forces 
that we cannot control. You can count on us to work with you on 
this extraordinary challenge. 

Thank you very much. 

[The prepared statement of Mr. Robertson appears as a submis- 
sion for the record.] 

Chairman Leahy. Thank you very much, Mr. Robertson. 

Our next witness is John Lowe. He is the Executive Vice Presi- 
dent for Exploration and Production at ConocoPhillips. He has been 
Vice President since 1999. In 2002, he was made Executive Vice 
President for Planning, Strategy, and Corporate Affairs, named to 
his current position in charge of exploration and production in 
2007. He received a Bachelor of Science degree from Pittsburg 
State University in Pittsburg, Kansas. 

Go ahead, sir. 

STATEMENT OF JOHN E. LOWE, EXECUTIVE VICE PRESIDENT, 
CONOCOPHILLIPS COMPANY, HOUSTON, TEXAS 

Mr. Lowe. Good morning, Chairman Leahy and members of the 
Committee. We share the public’s concern about rising energy 
prices and appreciate the opportunity to present our views on what 
is driving the increase, what our company is doing to respond, and 
what we believe Congress can do. 

Crude oil represents over 70 percent of the current cost of gaso- 
line, so higher crude prices are driving higher gasoline prices. So 
why have crude oil prices increased so dramatically? There are nu- 
merous factors, the biggest contributor being a long period of 
strong global economic growth, particularly in developing Asia. 
Limited access to resources both here and abroad also constrains 
the growth in supply. In addition, higher taxes, service cost infla- 
tion, little excess production capacity, and high geopolitical risk 
also contribute. Adding to this are the investor funds flowing into 
oil futures as a hedge against credit risk, inflation, and dollar de- 
valuation. 

I cannot overemphasize the access issue. Access to resources is 
severely restricted in the United States and abroad, and the Amer- 
ican oil industry must compete with national oil companies who are 
often much larger and have the support of their governments. We 
can only compete directly for 7 percent of the world’s available re- 
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serves, while about 75 percent is completely controlled by national 
oil companies and are not accessible. 

ConocoPhillips is working to bring more energy to the market. 
Over the past 6 years, we have reinvested, on average, 106 percent 
of our income. In 2007, we earned $12 billion; but we reinvested 
$13 billion. And we have over $15 billion in investments planned 
this year. This investment includes finding added supplies of oil 
and gas, expanding refining capacity, and continuing to research 
and bring renewable and alternative fuels to the market. 

Here in North America, we are drilling exploratory wells, devel- 
oping the Canadian oil sands, and building infrastructure. But we 
want to do more, such as explore the vast areas of the U.S. that 
are off limits due to drilling moratoriums. These areas could more 
than double the Nation’s oil and gas reserves. Downstream, we are 
increasing our refining capacity and our ability to process lower- 
quality crudes. 

Unfortunately, our efforts here in the U.S. have been met with 
continuing opposition. At our Wood River, Illinois, refinery, the 
tenth largest in the United States, we are experiencing long per- 
mitting delays via the appeals process that are blocking our expan- 
sion plans. In California, a project to make ultra-low-sulfur diesel 
fuel has been threatened by permit challenge for 4 years. We are 
working hard to bring renewable fuels into the market by looking 
at ways to process them at traditional refineries and researching 
new technologies. 

Fifty-five percent of our U.S. gasoline volumes contain ethanol. 
E-85 and biodiesel are being marketed at our branded facilities. 
We are producing renewable diesel fuel and researching next-gen- 
eration biofuels like cellulosic ethanol, and we are developing bet- 
ter materials for the lithium ion batteries in electric vehicles. 

So what can Congress do to help address energy concerns? Con- 
gress can enact a balanced national energy policy that encourages 
development of the conventional fuels that power our economy, 
clears the permitting logjam, encourages alternative sources, in- 
cluding all forms of biofuels, and removes the current tariff on im- 
ported ethanol, encourage higher energy efficiency, and accelerates 
technological innovation. 

Meanwhile, we urge you not to pass measures that have public 
appeal but would be counterproductive, such as tax increases that 
diminish our investment capabilities, reduce the attractiveness of 
high-cost domestic production, or disadvantage U.S. oil and gas 
companies. This has been tried before with extremely negative re- 
sults, reducing supplies, eliminating jobs, and resulting in higher 
prices. The Nation cannot afford to make that mistake again. 

The U.S. is in a global race for energy. We are competing against 
national oil companies that are far larger and that enjoy preferred 
access and governmental cooperation. We must move beyond to- 
day’s adversarial relationship and start working together to find 
real solutions. 

U.S. oil companies should be viewed as the key to the energy so- 
lution, not as scapegoats but as assets in this global energy race. 
We must be allowed to compete on level ground for the benefit of 
our country. 

Mr. Chairman, that concludes my statement. Thank you. 
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[The prepared statement of Mr. Lowe appears as a submission 
for the record.] 

Chairman Leahy. Thank you very much. 

Our last witness is J. Stephen Simon, Senior Vice President of 
the Exxon Mobil Corporation. He is a member of its Board of Direc- 
tors. He has served Exxon around the country and around the 
world — in Baton Rouge, Houston, New York, London, Italy. He re- 
ceived his Bachelor of Science degree in civil engineering from 
Duke University, his MBA from Northwestern. He is a member of 
the Board of Directors of the U.S. -China Business Council and the 
American Petroleum Institute. 

When he finishes, we will go into questions. We will begin in the 
normal order first by myself and Senator Specter, and we will al- 
ternate between Senator Kohl, Senator Grassley, Senator Fein- 
stein, Senator Sessions, Senator Durbin, Senator Cornyn, Senator 
Feingold, and Senator Hatch, and others as they come in. 

Go ahead, Mr. Simon. 

STATEMENT OF J. STEPHEN SIMON, SENIOR VICE PRESIDENT, 
EXXON MOBIL CORPORATION, IRVING, TEXAS 

Mr. Simon. Thank you, Chairman Leahy, Ranking Member Spec- 
ter, and members of the Committee. 

Energy is essential to the U.S. economy and is a topic on many 
Americans’ minds. They are raising important questions about how 
our industry is helping meet their vital energy needs at competitive 
prices. 

I welcome the opportunity to respond to these questions and to 
clear up some misconceptions regarding our industry. And to this 
end, I would like to make two points during my allotted time. 

First, the prices Americans pay at the pump reflect the dynamics 
of an enormous, international market for energy, which means that 
in order for American energy companies like Exxon Mobil to suc- 
cessfully compete, it is vital that we have sufficient financial 
strength and scale. 

To meet the world’s growing demand for energy of all types, an 
estimated total investment of $22 trillion is needed between 2006 
and 2030, or roughly 8 times the size of the estimated 2007 Federal 
budget. 

Within this vital global marketplace, competition is fierce. Exxon 
Mobil is the largest U.S. oil and gas company, but we account for 
only 2 percent of global energy production, only 3 percent of global 
oil production, only 6 percent of global refining capacity, and only 
1 percent of global petroleum reserves. With respect to petroleum 
reserves, we rank 14th. Government-owned national oil companies 
dominate the top spots. 

For an American company to succeed in this competitive land- 
scape and go head to head with huge, government-backed national 
oil companies, it needs financial strength and scale to execute mas- 
sive, complex energy projects requiring enormous, long-term invest- 
ments. 

To simply maintain our current operations and make needed cap- 
ital investments, Exxon Mobil spends nearly $1 billion each day. 

Over the past 25 years, we have invested $355 billion in new en- 
ergy projects, which is more than we earned during this same pe- 
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riod. Over the next 5 years, we plan to invest at least $125 billion 
more. 

Our profitability in absolute terms is large, but it must be viewed 
in the context of the massive scale of our industry and our depend- 
ence on high earnings in the current up cycle to sustain the huge 
investments required over the longer term. 

The second point I would like to make is to address the concerns 
your constituents and our customers have about where their gas 
dollars are going. 

Last year, the average price in the United States of a gallon of 
regular unleaded gasoline was around $2.80. 

On average, in 2007 approximately 58 percent of the price re- 
flected the amount paid for crude oil. 

Consumers pay for that crude oil, and so do we. Of the 2 million 
barrels per day Exxon Mobil refined in 2007 here in the United 
States, 90 percent were purchased from others. Last year we spent 
over $40 billion ourselves buying crude oil and feedstocks on the 
open market to fill our U.S. refineries. 

Fifteen percent of the average price Americans paid at the pump 
last year reflected the amount collected in Federal, State, and local 
taxes. 

The remaining 27 percent reflected refining, marketing, and 
transportation. For our refining and markets business, that 27 per- 
cent would be more than 23 percent costs and less than 4 percent 
earnings, which translates to earnings of only 10 cents per gallon 
of product sold. That is about one- quarter of the amount collected 
by taxes. 

Since last year, the increase in gasoline prices — and more — can 
be attributed to the rise in the cost of crude oil. Product prices have 
not risen as much as crude oil, so industry margins have been re- 
duced. In fact, our U.S. refining and marketing earnings have actu- 
ally been cut by more than half compared to last year, to approxi- 
mately 4 cents a gallon sold. 

Our margins are tight because our industry is very competitive. 
The Federal Trade Commission and other Government agencies 
have repeatedly confirmed this fact. 

When energy prices are high, the urge to point fingers at oil com- 
panies is strong. 

But undercutting the ability of American companies like Exxon 
Mobil to compete in a huge global marketplace only makes it hard- 
er for Americans to secure the energy they need at competitive 
prices. 

We should instead work together to strengthen U.S. competitive- 
ness and meet the needs of the American people we all serve. 

Thank you. 

[The prepared statement of Mr. Simon appears as a submission 
for the record.] 

Chairman Leahy. Thank you. Well, Mr. Simon, I listened with 
interest to what you and the others had to say, and if I listen to 
your testimony, we should almost be embarrassed to even ask 
questions of you. The way you put it, you speak of this current up 
cycle. What a nice term. And I suppose we can tell our constitu- 
ents, when they find that they cannot afford to go to work because 
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of the price of gas, “Don’t worry. You are in a current up cycle.” 
I think it is a little bit more serious than that. 

Let’s look at the — this hearing is on the upstream parts of the 
oil market. There is no question that with oil over $125 a barrel, 
the price of oil is currently the biggest factor in the price at the 
pump. 

Now, look at this chart. This is part of a multimillion-dollar ad- 
vertising campaign from your industry. It goes along with what you 
were testifying. To show where the money is that we spend at the 
pump, 72 percent for crude oil, 16 percent for refined distribution 
service stations, 12 percent for taxes. That adds up to 100 percent. 
You would think that you were a charitable organization because 
there is nothing on that chart about profits. 

Ah, way down here, the asterisk. It says the industry in 2007 
earned 8.3 cents per dollar. I assume that is after-tax profit. 

Is there any reason why that is not up here in this chart, or does 
that kind of cut into the testimony? 

Mr. Simon. Mr. Chairman, let me address that from Exxon 
Mobil’s perspective. When you look at our profitability in the first 
quarter of this year, only 4 percent of that profitability was associ- 
ated with producing products for the American consumer here in 
the United States, our refining and marketing business. 

To bring that back into terms I think people better understand, 
for every dollar paid at the pump, only 1.4 cents of that was attrib- 
utable to our profitability. 

Chairman Leahy. Let me go into that a little bit. I understand 
the number is after tax, but we are still talking about tens of bil- 
lions of dollars a year in profits, and I assume that among your ex- 
penses, your compensation, and all the other executives. Is that 
correct? 

Mr. Simon. That is correct, and I think — 

Chairman Leahy. And I know it is a matter of public record, but 
last year, what was your compensation, counting all the amounts 
that you have to list in salary, deferred compensation, and so forth. 

Mr. Simon. In total, about $12.5 million. 

Chairman Leahy. Thank you. 

Mr. Lowe, what was yours? 

Mr. Lowe. My compensation — 

Chairman Leahy. Press the button. 

Mr. Lowe. I am sorry. I know it is a matter of public record. I 
do not know the exact amount. 

Chairman Leahy. Well, Mr. Lowe, I wish I made enough money 
that I did not even have to know how much I make. 

[Laughter.] 

Chairman Leahy. Is it over, say, $100,000 a year? 

Mr. Lowe. Yes, sir. 

Chairman Leahy. Is it considerably over $100,000 a year? 

Mr. Lowe. Yes, sir. It would be — 

Chairman Leahy. Is it over $1 million a year? 

Mr. Lowe. Yes, sir. 

Chairman Leahy. Do you suppose you might be able to find out 
how much you make and let us know? 

Mr. Lowe. Yes, sir. 

Chairman Leahy. Thank you. 
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Mr. Robertson? 

Mr. Robertson. I am in the same boat. It is certainly well over 
$1 million. It is public record. I would be happy to — 

Chairman Leahy. Is it over $2 million? 

Mr. Robertson. Yes, it is, sir. 

Chairman Leahy. Is it over $3 million? 

Mr. Robertson. Yes, sir. 

Chairman Leahy. Is it over $4 million? 

Mr. Robertson. I don’t remember. I don’t know — it depends. 
There’s a whole bunch of ways of — 

Chairman Leahy. You know, if I may — 

Mr. Robertson. But I will tell you that it is several million — 

Chairman Leahy. If I made over $4 million a year, I probably 
would not remember either, but — 

Mr. Robertson. It is several million dollars, and I would be 
happy to provide it. It is in our proxy statement and is a matter 
of public record. 

Chairman Leahy. We have had witnesses here before who don’t 
remember. I hope you will recall and send it in to us. 

Mr. Hofmeister, you can probably see where this is going. 

Mr. Hofmeister. My income is not publicly reported because it 
is not within the top five executives of my company, but for the 
record, it was about $2.2 million. 

Chairman Leahy. Thank you, and thank you for your honesty. 

Mr. Malone? 

Mr. Malone. Chairman, mine is not a matter of public record ei- 
ther, but it is in excess of $2 million. 

Chairman Leahy. Thank you very much. 

We understand that the price of crude oil is set on the world 
market. Given its influence by speculation in the commodities mar- 
ket, it affects the price at the pump. We all agree on that. But the 
efficiencies associated with the vertical integration of your compa- 
nies — and they are vertically integrated companies — should include 
the ability to refine the oil that you do produce in a manner that 
costs less then to purchase, and some of these costs are reflecting 
oil not based on suddenly a new discovery, but discoveries in the 
past. You have already expensed those costs. I am not sure how 
this vertical integration is working for the customers. 

For example, if you refine this oil and gas from oil you produced, 
what price could you charge for a gallon of gas and still be profit- 
able? Mr. Malone? And I realize that would be an approximation. 

Mr. Malone. Senator, if I understand the question, if I might, 
in the case of my company we produce about 600,000 barrels a day. 
I refine 1.2 million, and I have 1.6 million barrels a day that go 
into the consumer. So I am a net purchaser on the external mar- 
kets. So we bring in millions of barrels — 

Chairman Leahy. But would the price be different if you were — 
and I am not asking if you should do this, but would the — I am just 
trying to understand your industry. You work in it all the time. 
You understand it better. But if you refine only the oil you produce, 
would the price still be the same at the pump? 

Mr. Malone. It would be because the oil is priced as a global 
commodity, so — 

Chairman Leahy. Mr. Hofmeister? 
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Mr. Hofmeister. Well, the market sets the price for the pump — 
the product that you buy at the pump. And what we do in terms 
of our production of crude, turning it into finished product and put- 
ting it then into the marketplace for sale, is a function of a whole 
range of activity. 

Chairman Leahy. But if the market sets the price, the market 
sure moves in awfully lockstep on this. I mean, to go from — a dou- 
bling almost in the last few months, are those truly market forces? 
For example, Senator Kohl and Senator Specter and 67 Members 
of the Senate, 345 Members of the House, want the Justice Depart- 
ment to look into anticompetitive measures. What about the 
NOPEC bill? You have all been briefed on that. What about the 
ability to bring our antitrust laws to bear? Would that make a dif- 
ference in the price? 

Mr. Hofmeister. Well, I think in my testimony I talked about 
the restrictions of access in this country. It seems to me that the 
place to start the free market is in our own country where we have 
practiced free market enterprise for a very long time. And the re- 
striction of our own supplies to our producers in this country I be- 
lieve is really setting the stage for OPEC to essentially do what is 
being done in this country, and that is, withdraw production from 
the free market. 

Chairman Leahy. Where do you think the price of oil should be? 

Mr. Hofmeister. I personally believe that the price of oil is ex- 
traordinary because of the limits on production. 

Chairman Leahy. But what do you think the market should be? 

Mr. Hofmeister. I think in a range of somewhere between $35 
and $65 a barrel is what has been consistent in our ability to run 
a successful company. 

Chairman Leahy. Mr. Robertson? 

Mr. Robertson. I have got no idea what the market price of oil 
should be, but I do know that the prices are being driven by the — 
there are a lot of fundamentals in the prices today — 

Chairman Leahy. At $35 to $60, would you be able to be profit- 
able? 

Mr. Robertson. I don’t believe that you can produce the mar- 
ginal barrels today, the kinds of complex resources that we are 
having to produce today, in that price range. So I — 

Chairman Leahy. Mr. Lowe? Mr. Lowe, where do you think it 
should be? 

Mr. Lowe. Well, I believe that the incremental cost of supplies, 
as Mr. Robertson was just alluding to, is something above $90 a 
barrel in this environment. 

Chairman Leahy. Mr. Simon? 

Mr. Simon. I have no idea what the price should be today. I 
think the market determines that, Senator. 

Chairman Leahy. At what price could you be profitable as a com- 
pany? 

Mr. Simon. Again, when you look at the marginal costs of pro- 
duction to meet demand today, it is significantly above the range 
that you gave. 

Chairman Leahy. Up to $130 a barrel? Below $130? 

Mr. Simon. I can’t answer that, Senator. 
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Chairman Leahy. Mr. Malone, do you want to take a stab at 
that? 

Mr. Malone. You know, right now on some of our projects — and, 
of course, the sensitivity is that this is commercially sensitive. But 
an oil price in the range of $60, I think in the range that you have 
heard today. But, that does not include the geopolitics, which are 
doing a lot to drive the price higher. And right now some of these 
heavy oil projects in Deepwater Gulf require a very high price to 
bring these fields online. 

Chairman Leahy. Mr. Malone and Mr. Hofmeister, I appreciate 
your candor. 

Senator Specter? 

Senator Specter. Thank you, Mr. Chairman. 

Mr. Simon, there has been substantial publicity about the profits 
of Exxon Mobil. I have taken a look at the trend, and in 2002, 
Exxon Mobil made $11 billion; in 2003, $21 billion; in 2004, $25 bil- 
lion; in 2005, $36 billion; in 2006, $39 billion; in 2007, $40.6 billion. 
Very, very steep escalation in profits. And that raises a question 
in the minds of many people, including Arlen Specter, about the 
scope of those profits, and a lot of talk about taxing excess profits, 
a lot of talk about oil’s benefits. 

We are mindful at the same time about the costs of exploration 
and very mindful about the problems of tampering with the free 
market. We want to be very careful we do not cause damage with 
what looks like a good idea. 

But when you take a look from $11.5 billion in 2002 to $40.6 bil- 
lion in 2007, with the consumers suffering so drastically not only 
at the pump but big issues on heating oil for the elderly, especially 
in a State like mine — Pennsylvania — don’t you think that gives 
some cause for wonderment and questioning as to why profits have 
gone up so high when the consumer is suffering so much? 

Mr. Simon. Absolutely, Senator, and I understand people’s con- 
cerns about that. When you look at our profitability, however, I do 
think it helps, as you point out, to break that down on what makes 
that up. 

When you look at our profitability last year and you look again 
at the profitability associated with manufacturing the products 
that we are talking about here, 10 percent of that profitability was 
associated with our refining and marketing business here in the 
United States. To put that into perspective, that is 4 cents on the 
dollar. To put that 4 cents into perspective, that compares to 7.8 
cents from the Dow Jones Industrials, or about half. 

The point is it is not our profitability in this business that is 
driving the higher price that consumers pay. It is the raw mate- 
rials that we have to purchase on the open market to produce those 
products for our customers. That is what is driving the higher 
price. 

Senator Specter. Mr. Simon, that is a good logical agreement, 
but is there any merit to those who contend that given that expla- 
nation, that when Exxon Mobil’s profits are so high, that there 
might be some give which would have an impact on the cost of 
heating oil and the cost of gasoline at the pump, looking at it on 
an overall picture? 
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Mr. Simon. Well, again, when you think about that, Senator — 
which I understand people saying — again, when the profitability 
that we have is 4 cents on the dollar, the market is working today. 
The market is working. I understand consumers are feeling the 
pain, but we are seeing a reduction in demand in this country as 
a result, and we are bringing on more supplies. 

When you look at what the industry has projected to bring 
onstream — and this is the DOE that has made this projection — five 
additional refineries will come onstream between now and the year 
2012 by incrementally expanding existing capacity. To put that into 
perspective, that is three more refineries than is needed to meet 
the projected demand growth. 

The point is that the market is working. If we leave the market 
alone, if we do not additionally tax the industry, if we do not put 
in place additional mandates, the market will work to the benefit 
of the American consumer. 

Senator Specter. Let me shift gears to the issue of OPEC, Mr. 
Robertson, and direct this question to you. The 13 OPEC countries 
produce 40 percent of the world’s oil supply. Saudi Arabia made an 
announcement that they were going to increase production by 
300,000 barrels by June. At the same time, the other OPEC coun- 
tries announced that they were going to decrease production by 
about 390,000 barrels. 

A lot of analysis here about the supply, talk about other explo- 
ration. Why shouldn’t the OPEC countries be under our antitrust 
laws so that a group of companies cannot sit down in a room, 13 
companies, decide to lower production, less supply? At least under 
the traditional laws of supply and demand, that raises prices. Why 
should we give them preferential status in our economy? 

Mr. Robertson. Well, Senator, I don’t support the NOPEC pro- 
posal. I don’t think that suing foreign governments in our courts 
will do anything to raise the supply in the world. I think that en- 
gagement in partnerships and talking to these people and spending 
time with them I think is the most important thing — 

Senator Specter. Well, the talk has not done a whole lot of 
good — 

Mr. Robertson. I think the issue — 

Senator Specter. Vice President Cheney is practically on a com- 
muter line. 

Mr. Robertson. I think the issue — 

Senator Specter. And the President was just there — 

Mr. Robertson. I know that. 

Senator Specter. — tank was empty. 

Mr. Robertson. Yes, sir, I know that. But I think that the real 
issue here is more investment in the world. There are many coun- 
tries that are not making investments. There are many countries 
that are. There are many — 

Senator Specter. But we — 

Mr. Robertson. We are one of the ones that should be making 
more investment. 

Senator Specter. I have got less than a minute left, but we can- 
not control — we cannot control — 

Mr. Robertson. I don’t think we can control OPEC. I don’t think 
it is our place to control OPEC. But I do think that there are sig- 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00026 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



21 


nificant investments needed in many of the OPEC countries, sig- 
nificant additional investments, because this is all about invest- 
ment. There is not much spare capacity in the world. OPEC does 
not have much spare capacity to change the world’s supply right 
now. So many of the OPEC countries are making investments, 
many are not. But we need across this business, across the world, 
more investment to increase the supply, and it is not just the 
OPEC countries. 

Senator Specter. Well, I am not sure we can’t — OK, we can’t 
control OPEC, but we might have some impact. But I think right 
now OPEC may be doing a pretty good job of controlling us. 

Mr. Robertson. Senator, I think — 

Senator Specter. My red light — 

Mr. Robertson. — a negative impact. 

Senator Specter. Excuse me. Excuse me. 

Mr. Robertson. Excuse me. 

Senator Specter. My red light is not yet on, Mr. Hofmeister, so 
I want to come back to an issue we talked about privately in the 
little time I have remaining about the cost of gasoline at the pump. 
As you described it to me, how much is attributable to the credit 
card costs? 

Mr. Hofmeister. Well, I think the credit card rates are set 
through a particular process by the credit card companies, and they 
are set at a percentage of the retail price. And so if you just take 
that percentage times the retail price, it comes out somewhere in 
the range of 12 to 15 cents a gallon. 

Senator Specter. And how much is the profit of the gasoline op- 
erator at the pump? 

Mr. Hofmeister. Well, for the retail operator, it depends on 
their cost structure, obviously, and that various from State to 
State, from station to station. But, you know, I think our retailers 
generally are somewhere in the range of, at the low side, 2 to 3 
cents a gallon; at the high side, depending upon the wholesale mar- 
gins that they are having to pay for, could be in the range of 8 to 
10 cents a gallon, averaging somewhere around 6 to 8 cents. 

Senator Specter. And how about Shell? What is Shell’s profit 
margin? 

Mr. Hofmeister. The wholesale margins are much thinner than 
that. In some cases, they are just barely profitable margins, some- 
times as low as a cent a gallon. 

Senator Specter. Well, we have been looking at the issue of ex- 
change rates with Visa and MasterCard. It is a pretty bleak picture 
if you say the credit cards are 12 to 15 cents and the dealer at the 
pump is about 6 cents and the oil companies are about 1 cent. That 
is a very significant factor that we will have to look at further. 

Thank you, gentlemen, for coming in. We really appreciate your 
being here, and we know it is not easy, but we really want to try 
to find some answer to this, if we can. 

Thank you, Mr. Chairman. 

Chairman Leahy. Thank you very much, Senator Specter. 

Senator Kohl? 

Senator Kohl. Thank you, Mr. Chairman. 

Just proceeding to try and get some clarity here, as I said in my 
opening statement, back in 1981 the total petroleum product sup- 
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plied to our market here in the United States was 571 million bar- 
rels in January 1981; and 27 years later, in February of 2008, the 
total number of barrels in petroleum products supplied was 573 
million barrels. So it was the same. Twenty-seven years later, we 
were supplying our market with the same amount by way of raw 
material. And you might say, well, the worldwide situation needs 
to be considered because that is — and certainly you have your 
point, and it is true. But worldwide petroleum consumption in- 
creased from 2004 to 2006 just 2.8 percent. 

So that does not explain why prices are up 40 percent, 60 percent 
over last year. You cannot say it is because demand has gone 
through the roof. So what is the answer? Yes, sir? 

Mr. Robertson. I think there are several things that have hap- 
pened. First of all, the market did work in the 1980’s, and as a re- 
sult of very severe price increases in oil, people changed their be- 
haviors, and people did buy smaller cars and people did get a lot 
more efficient because prices were high, and that in the United 
States dropped demand dramatically over a period of time. And, in 
fact, it took pretty close to 15 to 20 years to recover from that, so — 
to recover, I mean for the demand to grow and for the economy to 
grow so that we are back to where we were in terms of the use of 
oil. 

So we did get much more efficient in the United States, and that 
was a good thing. And some of us believe that with higher prices 
here this time, we will again become more efficient, and we will 
again use our technology, and we will again use our, you know, be- 
havior patterns in the United States to reduce demand. So the 
market, higher prices did have an impact in the past and will have 
an impact this time. 

Senator Kohl. Well, that is true but — 

Mr. Robertson. The other thing — can I make another point? 

Senator Kohl. Go ahead. 

Mr. Robertson. The other thing I would say is that the other 
thing that we haven’t talked about yet is underlying decline rates. 
Oil production declines, and we have in the world about a 4-percent 
decline on all the existing fields, or something like that. So there 
are massive investments needed every year just to stay even. So 
when we talk about the world growing at 2 or 3 percent, or what- 
ever it is, it is really 2 or 3 percent plus the decline of 5 or 6 per- 
cent, which is an enormous investment that is required. 

So, I mean, the growth is bigger, I think, in the world in terms 
of the investment that is needed than perhaps the relatively small 
growth rates would suggest. 

Senator Kohl. People listening just do not get it. When demand 
is not going crazy, why are prices going crazy? They do not get it. 
You say, well, we need more investment and so on. But demand is 
not going crazy. Why are prices at the pump going crazy when de- 
mand is not going crazy? 

Mr. Robertson. Well, I think the combination of supply and de- 
mand are going crazy. There is a significant demand increase in 
the world, and there is a significant continuing reduction in supply 
unless we continue to invest. So it is the combination of those two 
things. I think as you say, it is not going crazy, but this is an enor- 
mous gap that exists. 
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Senator Kohl. But they are not going crazy like prices are going 
crazy. 

Now I want to talk about OPEC because you said given that 
OPEC is really not something we should be tampering with, you 
know, we need to get more supply here in the United States. But 
it is true that as long as the OPEC cartel decides on supply, there- 
fore, prices are going to follow — we know that. Unless we deal with 
OPEC in the foreseeable future, we are not going to be able to deal 
with the price at the pump. If they are allowed to get together and 
decide what supply is going to be, and then decide what the prices 
are going to be, we are helpless. There is nothing we can do. And 
if you say, well, we need to invest more, we need to drill more, that 
might take 5 or 10 years to come onstream. 

So you are saying that we should not tamper with the OPEC car- 
tel. You are, therefore, saying that we are helpless to do anything 
about what we are paying at the pump for the foreseeable future. 
You are saying that. 

Mr. Robertson. No, I am not saying that. 

Senator Kohl. But if we do not deal with the OPEC cartel, how 
are we in the foreseeable future going to deal with the price at the 
pump? 

Mr. Robertson. I just maintain that the surplus that exists, 
even in the OPEC countries or in other countries, is minimal at 
this point. So what is going to be required, whether it is within 
OPEC or whether it is within Russia or whether it is within the 
United States, what is going to be required is not — OPEC is not 
the issue here. The issue is we have to as a world invest more. 
OPEC is certainly some of the places where there is some invest- 
ment to be made, but it is not just OPEC. So I don’t believe — 

Senator Kohl. But that comes back, again, to demand. Demand 
is not going crazy, but prices are going crazy. 

Mr. Robertson. Well, in this kind of world, a several-percent in- 
crease is a huge amount, particularly with the underlying decline 
rate going — 

Senator Kohl. And then I just want to hit on this next point and 
listen to all of you, if you would. Generally, when raw materials go 
up in a company and the raw materials just skyrocket in price, it 
is pretty hard to continue making even the margin of profit that 
you were making. And yet as you have said, your raw material cost 
is just beyond your ability almost to deal with it. And, neverthe- 
less, your profits are going up hugely. Again, that is something 
we — we find it hard to understand that. 

Mr. Simon, you were talking about that — just in almost every in- 
dustry that I know of, including some of the businesses I have been 
in, when raw materials jump like crazy, we cannot make the profit 
that we used to. With you, it is just the opposite. You are making 
more money than ever. In effect, your industry has no problem in 
doubling your profits, tripling your profits. Even when prices at the 
pump go crazy, you have no problem in keeping up with your in- 
creasing profit. 

It does not seem fair, guys. It just does not seem fair. 

Mr. Simon. Senator? 

Senator Kohl. Yes, sir. 
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Mr. Simon. Again, when you look at our profit, again, on the 
manufacture of products here in the United States, it has not kept 
the same. The price of crude oil, our raw material, has gone up 78 
percent, May of this year compared to May of last year. The price 
of diesel fuel has gone up 52 percent. The price of motor gasoline 
has gone up 16 percent. Profit margins have been squeezed. As I 
said before, our profitability last year was 10 cents a gallon. That 
is now down around 4 cents a gallon. We are seeing the impact be- 
cause 90 percent of the raw materials that we use to make our 
products, we buy on the open market. It is not our own production. 
We buy it on the open market, and we are not able to pass that 
through. 

Senator Kohl. Well, you are retiring, Mr. Hofmeister, so you can 
really be candid with us today. 

[Laughter.] 

Senator Kohl. How about it? 

Mr. Hofmeister. I think, Senator, from my point of view on all 
of this, the profitability that we are reporting is very large in abso- 
lute numbers. But we are — you have to look at the different seg- 
ments of our business to understand where the profit comes from. 

In the upstream of our business, at $125 a barrel, when we are 
producing oil that we have been producing from oil fields that are 
much lower cost oil fields because of their historic age and the 
write-down of the costs, the profits coming from those oil fields 
where the marginal cost of producing the oil might be, you know, 
low double digits given the history and the sales price is $125 in 
the global trading market, there is a lot of profit coming from that. 
But it is earned profit. It is earned because the market sets the 
price, our costs are very low. But as we look at new fields, new 
fields that are costing — and I would indicate that my 35 to 65 
range that I said earlier was on a “should be” basis, which includes 
the value of the dollar restoring itself to some measure as it used 
to be. The costs of new fields are extraordinarily much higher. 

And I agree with colleagues here who have said that the mar- 
ginal costs of production are in the $70-plus range for many of 
these new fields. So we are not making as much money on new oil 
as we are making on old oil. When it comes to refining, we are 
making considerably less this year on refining than we were last 
year because there is much less demand. 

So when you add all of that together — the old oil profit, the new 
oil much lower profit, the much lower refining margins — Shell’s re- 
sult in the first quarter was 6.9 percent return on sales. They 
sound like big numbers at $7.8 billion profit on $114 billion in rev- 
enue. But if I was reporting $7.8 million on $114 million in rev- 
enue, we would not be here today. Just change the word “million” 
to “billion.” It is the same percentage, 6.9 percent, which I think 
is a rather average number. In fact, we spent more money on cap- 
ital investment in the first quarter than we did on — than we re- 
turned in profit. 

Senator Kohl. Thank you, Mr. Hofmeister. 

Thank you, Mr. Chairman. 

Chairman Leahy. Thank you. 

We have been joined by Senator Grassley. Senator Grassley, you 
are next. 
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Senator Grassley. Most of my questions will be to any one or 
all of you on the panel, and I don’t necessarily demand that you 
all answer them from the standpoint of being repetitive. There is 
no point in doing that. 

According to the Center for Agricultural and Rural Development 
at Iowa State University, ethanol use has lowered retail gasoline 
prices by 30 to 40 cents per gallon. A Merrill Lynch strategist esti- 
mates that oil and gas prices would be about 15 percent higher if 
biofuels were unavailable. Some have estimated that gas today 
would be $1.40 more if you removed the 4.5 billion gallons that 
would be removed by a bill introduced by Senator Hutchison from 
the alternative fuels market. 

What would happen to retail prices if that 3 to 7 percent that 
is biofuel were removed from the fuel supply? Any one of you? But 
hurry, because we have only got 7 minutes. 

Mr. Simon. Senator, I would make just one comment, and that 
is, when you look at producing motor gasoline out of crude versus 
ethanol out of corn, at today’s prices, even with the extraordinary 
high price of crude, it is still more costly to produce an equivalent 
gallon of gasoline out of corn or ethanol than it is out of crude. 

Senator Grassley. OK. But my question is we have got x per- 
centage of supply coming from biofuels. If that were taken off the 
market, would that increase the price at the pump for the con- 
sumer? 

Mr. Robertson. Well, there is no doubt in my mind that it 
would. 

Senator Grassley. OK. 

Mr. Robertson. Because I think it is an important component 
of the supply today. 

Senator Grassley. Is there anybody that disagrees with him? 
OK. Let’s move on. 

Currently, refineries are blending ethanol and 60 percent of the 
Nation’s gasoline. Many of your companies, including BP, Shell, 
and Chevron, are pursuing biofuel projects. From your opening 
statements, I assume each of you support the use of ethanol. If you 
don’t, say so. And I also assume that if there is more supply of eth- 
anol, you are going to continue to increase that, use of ethanol. If 
that is not so, I would like to have you clear that up because I do 
not want to ask a series of questions if the assumption is going to 
be that you like ethanol, you are going to continue to use ethanol, 
et cetera, et cetera. 

Mr. Simon. I think mandating use of ethanol is not the right ap- 
proach. I think ethanol ought to stand on its own. We ought not 
to mandate and subsidize it. Let’s let the free market work, and 
we will make that determination. 

Senator Grassley. OK. But in the meantime, you are going to 
continue — beyond, you know, right now, the mandate is 7.5 billion 
gallons, going up to 15 billion. We have just about reached that 7.5, 
9 billion next I guess it is. Probably if there is — are you saying that 
if there is ethanol available above the mandate, you might not use 
above the mandate? 

Mr. Simon. We wouldn’t even be using as much as we are today 
were it not for the mandate. 
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Senator Grassley. So then if gasoline with ethanol in it is 13 
cents a gallon cheaper in Iowa, then otherwise you want the con- 
sumer to pay more? 

Mr. Simon. No. We would be using where it was economic to be 
using it, but there are areas where it is not. 

Senator Grassley. OK. We have your general support for eth- 
anol with or without mandates, I think. You have also agreed that 
without renewable fuel, gas prices would be higher. I think you 
have said that. Yet we have Charles Drevna, President of the Na- 
tional Petrochemical and Refiners Association, recently stating that 
biofuel policies “have significant detrimental effect to our country 
and its consumers,” and that biofuels “fail the economy, fail the en- 
vironment, fail energy security, and fail the American consumers.” 

Now, I assume your companies are prominent members of the 
National Petrochemical and Refiners Association. If it is not, cor- 
rect me. But if I am correct, does Mr. Drevna speak for you when 
he makes these statements? For those of you doing active research 
on biofuels, do you agree with Mr. Drevna’s outrageous comments 
that denigrate our efforts to promote renewable fuels? OK, go 
ahead. 

Mr. Hofmeister. Well, I think from the Shell standpoint, we see 
biofuel as a new and growing industry, not only in this country but 
elsewhere around the world. The research and development that 
we are pursuing happens to be non-food based ethanol, which is 
second-generation or cellulosic ethanol, where in the last year we 
have announced a number of major projects, a number of future 
fuel streams which we think will be necessary as a way of deliv- 
ering energy security to this country, the reason for that being the 
convenient, easy oil that we — when I talked about earlier sort of 
the old oil, it is scarcer and scarcer. And we cannot predicate our 
future business on the probability of access being more free in this 
country. And, therefore, we think it is necessary to have an alter- 
native. We think cellulosic ethanol is the way to go. 

Senator Grassley. I take what you are saying then is when Mr. 
Drevna says it “fails the economy, fails the environment, fails en- 
ergy security, and fails the American consumers,” he does not 
speak for you? 

Mr. Hofmeister. I don’t approve what he says. 

Senator Grassley. OK — you don’t approve of it, or you don’t — 

Mr. Hofmeister. I don’t get to approve it before it is said. 

Senator Grassley. OK. And so you obviously disagree with it. 

Mr. Hofmeister. That is correct. 

Senator Grassley. In remarks before the House Committee, Mr. 
Drevna made accusations that increased biofuel production is driv- 
ing up the cost of food. However, numerous economists, including 
Iowa State University, including Texas A&M, U.S. Department of 
Energy, U.S. Department of Agriculture, and the White House 
Council of Economic Advisers, have all concluded that biofuel poli- 
cies have had a very minor, if any, impact on food prices. Unless 
Mr. Drevna is an expert in agricultural policy or food economics, 
do any of you know why we should believe the claims of the head 
of this trade association over the Chief Economist of the U.S. De- 
partment of Agriculture and the Chairman of the President’s Coun- 
cil of Economic Advisers? 
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Mr. Robertson. No. All I can say is that we need all forms of 
energy today, and I think biofuels are an important part of that en- 
ergy mix. I do think that there are some implications for food that 
I do not personally understand well, but I think there are tradeoffs 
in everything we do. So I think there is a limit to how much corn- 
based ethanol we should be using, and the mandate calls for about 
10 percent of our U.S. gasoline capacity. 

I agree with Mr. Hofmeister that moving to some other form of 
ethanol — cellulose-based ethanol or something else — is the right 
track, and Chevron and many of the other companies are on that. 
But I do think that it is an important part of the fuel supply today, 
not only in the United States but in the world. 

Senator Grassley. Well, you know — 

Mr. Robertson. And if we did not have that, we would be feeling 
more pressure on the other system of oil and gas. 

Senator Grassley. Yes. Well, you know, it is our policy right now 
in law that not more than 15 billion gallons of ethanol is going to 
be made from grain. 

Thank you, Mr. Chairman. 

Chairman Leahy. I thank you, Senator Grassley. 

Senator Feinstein? 

Senator Feinstein. Thank you very much, Mr. Chairman. 

Gentlemen, it is good to see you. Mr. Robertson, good to see you 
again. 

I must tell you up front, as I listened to your opening comments, 
to me it was just a litany of complaints, that you are all just hap- 
less victims of a system. You blame one thing or another, which 
most people would say is just simply the cost of doing business. 
And yet you rack up record profits — record profits for any corpora- 
tion in the United States of America — quarter after quarter after 
quarter, and apparently have no ethical compass about the price of 
gasoline. You are just victims. 

I do not think you are, really, and I want to read something to 
you. The Chief Economist of Commodity Futures Trading Commis- 
sion and the Director of Market Surveillance of that Commission 
said before Congress — and it is in a written paper — a few days ago, 
“Our studies consistently find that when new information comes to 
the market and prices respond, it is the commercial traders, such 
as oil companies, utilities, airlines, who react first by adjusting 
their futures positions. When these commercial traders adjust their 
futures positions, it is speculators who are most often on the other 
side of the trade. Price changes that prompt hedgers to alter their 
futures positions attract speculators, who change their positions in 
response. Simply stated, there is no evidence that position changes 
by speculators precede price changes for crude oil futures con- 
tracts.” 

In other words, the CFTC is saying oil companies are driving up 
the price of oil in this way, and other market participants are sim- 
ply responding to your constant increases. 

I would like to know your response to that. Mr. Simon? 

Mr. Simon. Senator, we do no speculation. 

Senator Feinstein. I did not say you did. 
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Mr. Simon. Well, you are saying that what we are doing in terms 
of taking positions influences the market, and we do not do that 
as a corporation. 

Senator Feinstein. That is exactly what the CFTC’s experts are 
saying. I am not saying that. That is what they are — 

Mr. Simon. Well, I am just saying that we as a corporation do 
not take positions. We do not speculate. 

Senator Feinstein. OK — well, all right. Any other comments on 
that? Mr. Robertson? 

Mr. Robertson. Well, I would just like to say, first of all, I am 
sorry for sounding like a victim because I do not feel like a victim 
at all. 

Senator Feinstein. I don’t think you are. 

Mr. Robertson. I feel very proud of what we do. We have 
changed our future by increasing our investment patterns dramati- 
cally. I feel very proud of the fact that, you know, we are investing 
all of our earnings. That is why we earn money, is to invest. We 
are an investing machine, and we invest in future supplies for the 
people of the world. So I am very proud of that. 

With regard to the speculation, we sell about 2 million barrels 
a day of oil into the market which we produce, and we buy about 
2 million barrels a day, round numbers, for our refineries. We trade 
in the market to basically — on a physical basis and to sort of opti- 
mize our position. We are not a speculating company at all. We 
support all transparency and support the bill that you have put for- 
ward. So that is not an issue for us, and I don’t feel threatened by 
it at all. And I don’t feel like a victim. 

Senator Feinstein. I don’t think you are a victim. It is just when 
I heard it is one complaint after the other, it is American policy, 
it is permitting, you can go on and on and on. But let me go back. 

Mr. Simon, last month you testified before the House Select Com- 
mittee on Energy, and you agreed that speculation is part of the 
problem. You said, “When you look at the fundamentals, the price 
should be $50 to $55 a barrel of oil.” Today, in response to the 
question, you said you did not know. Why is that? 

Mr. Simon. Yes, thank you very much, Senator, for giving me the 
opportunity to clarify that. What I did comment was that when you 
looked at historical fundamentals, it would predict a crude price 
about $50 to $55 a barrel. And then I outlined three factors that 
have caused a disconnect since 2005, the first of 2005: one is the 
weaker dollar; the other is geopolitical uncertainty in combination 
with a very low level of spare capacity in the world; and the third 
is speculation. But what I did not say was that if you eliminated 
or reduced that, that that would necessarily change the price today, 
because those are true factors in today’s market, and the price that 
you see in the market today is reflective of what is required to bal- 
ance supply and demand. 

Senator Feinstein. Well, let me ask you this question. When you 
said that last month, did you mean that the marginal cost to 
produce an additional barrel of oil is $55? 

Mr. Simon. No, that is not what I indicated at all. 

Senator Feinstein. What exactly did you mean by fundamentals? 

Mr. Simon. If you look at the historical relationship between usa- 
ble commercial days of inventory around the world in terms of 
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crude oil inventories, there has been a reasonable correlation be- 
tween that and crude price. That correlation broke down beginning 
2005, and the three factors that have been identified as contrib- 
uting to that disconnect are the three that I just indicated. 

Senator Feinstein. I guess I am really not understanding. I 
think it is — based on what everybody said, it is probably correct 
that the price should be somewhere between $40 and $60. I re- 
member when royalty relief was anything over $35 a barrel of oil, 
and we are now at $130 a barrel of oil today. And it seems to me 
that those same basic fundamentals that enabled somebody to 
produce oil much more inexpensively are still there. And all these 
extra features that you are adding in, I am having a very hard 
time understanding. 

Mr. Simon. But I think they are reflective of the world’s percep- 
tion of the supply demand balance. When you have got such a very 
low level of spare capacity, it does not take much of a disruption 
in supplies to cause that. And what you are seeing today is the 
market’s perception of the price that is required to balance supply 
and demand given that very low level of spare capacity. 

Senator Feinstein. So what you are talking about is the futures 
trading of the market — 

Mr. Simon. I think it is — 

Senator Feinstein. — increasing the cost of oil. 

Mr. Simon. That is one factor because, again, when they look at 
that amount of spare capacity, there is a risk premium in the mar- 
ket today. 

Senator Feinstein. How much per barrel do you believe is specu- 
lation of this type? 

Mr. Simon. What I indicated before is, roughly speaking, maybe 
a third, a third, a third. But I will frankly admit, Senator, I have 
no way of really knowing that because there is such a lot of inter- 
relationship between those three factors that I just indicated. 

Senator Feinstein. Well, let me ask others. I am absolutely con- 
vinced that futures speculation is a big part of it. I am also con- 
vinced that the falling dollar is part of it when you can buy much 
better with the euro than you can with the dollar, clearly. But does 
anybody else have a view on futures speculation and its influence 
on the price of gasoline? How much would that be? 

Mr. Robertson. Senator, I want to raise — 

Senator Feinstein. Mr. Robertson? 

Mr. Robertson. It is a slightly different point, but the cost of ev- 
erything has gone up. Oil as a commodity clearly has gone up. But 
the cost of all other commodities has gone up, too, and so the cost — 
you were talking about the incremental or the marginal cost of pro- 
ducing a barrel of oil. The marginal cost of producing a barrel of 
oil has been impacted by the cost of steel, by the cost of cement, 
by the cost of all of these other commodities in the world that you 
see. So actually, as the price of oil has gone up, the cost of pro- 
ducing those barrels of oil has gone up because all commodities 
have gone up and because the complexity of the projects that we 
are having to go to today has gone up dramatically, and I would 
give you one example. We are just completing a project in 
Kazakhstan, a $6 billion project. It is 250,000 barrels a day, which 
is less than 1 percent — less than half of 1 percent of global oil de- 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00035 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



30 


mand, and the amount of man-hours that went into producing that, 
creating that project, is more than building the Panama Canal. 

So these are enormously complex projects, getting more complex 
by the day, the kinds of resources that we are getting access to, as 
opposed to the places where we can’t get access to, are getting more 
and more difficult. So not only prices have gone up, costs have gone 
up dramatically, too, and that has been a big part of the run-up, 
and it has changed the fundamentals from the time that you are 
talking about, I believe. 

Senator Feinstein. Thank you. My time is up. 

Chairman Leahy. Thank you. 

Senator Sessions? 

Senator Sessions. Thank you, Mr. Chairman. 

The oil man Boone Pickens recently said that our $500- billion- 
a-year transfer of wealth to buy foreign oil is the greatest wealth 
transfer in the history of the world. I guess, Mr. Simon, would you 
agree that 50 percent of our balance-of-payments deficit is one rea- 
son the dollar is declining in the world market? 

Mr. Simon. I think that is one factor, but, Senator, I would be 
the first to admit I am not expert in that area. 

Senator Sessions. Well, that is what they tell me, too, that trade 
deficits tend to weaken the dollar, and this huge — and that is — 
what? — 15 percent of the price of oil now in the last 3 or 4 years 
is a decline — 15 percent of the increase is related to the decline in 
the dollar? Is that 10, 15 percent? Is that what — 

Mr. Simon. The U.S. dollar has weakened about 20 percent since 
2004 relative to the euro. 

Senator Sessions. Well, I don’t know how much it is, but it is 
a factor, and it strikes me that, therefore, our fundamental policy 
needs to be more conservation and more clean American produc- 
tion. Those two things will help make us less dependent, help re- 
duce our balance-of-trade deficit, and keep wealth at home, hiring 
Americans, paying them decent wages with decent retirement ben- 
efits. 

Mr. Hofmeister, let me just clear one thing up. When I say some- 
times we need to produce more oil in the United States, in Alaska, 
offshore — which I have been a strong advocate of and believe it is 
unthinkable that we have not done that, and it is absolutely a fac- 
tor in increasing the price of oil, and it is a factor in our wealth 
transfer, which we could have kept at home no matter what the 
price of oil was. 

Senator Sessions. But explain — and people say, well, you are 
just talking — you are shilling for the oil companies. That is what 
the oil companies say. 

Explain to us briefly how it is in America’s interest and that you 
would have to compete for those resources and have to produce 
them and sell them at a competitive price on the marketplace. But 
to me, it is America’s interest in producing more oil and gas at 
home, not to benefit you in any way. 

Mr. Hofmeister. I think the first benefit is to the American con- 
sumer. If, in fact, futures speculation is based on scarcity, if there 
is a sense in the market that there will be an abundance of oil be- 
cause of the extra exploration and production which the United 
States is now committing itself to, the futures market is turned up- 
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side down, because we look at a future of surplus because of new 
American oil heretofore off limits, now being brought into the mar- 
ketplace. The immediate beneficiary would be the American con- 
sumer because futures speculation would take that into account. 

Second, the job creation content of new oil exploration and pro- 
duction would be enormous. I just point to the example of Motiva’s 
Port Arthur, Texas, refinery of which Shell has a 50-percent share. 
We are going to have 6,000 construction workers at the peak of 
construction in adding on to that refinery. Now, much of the crude 
oil is going to come from foreign oil sources, but if, in fact, over 
some longer period of time there was more production coming from 
the Gulf of Mexico, more production from the east or the west coast 
or the eastern Gulf of Mexico, this would have a dramatic impact 
not just on that refinery but other refineries in the United States 
getting oil that is now coming from oil produced by American work- 
ers. 

Senator Sessions. And I am exceedingly disappointed that the 
Democrat leadership slipped in the two bills, changed the law in 
the last year to, in effect, stop oil shale production. Mr. Hofmeister, 
I believe your company is investing in oil shale. Do you believe that 
if you are allowed to produce that that you can produce huge 
amounts of oil in the United States, American oil, at less than this 
$130 world price of oil? 

Mr. Hofmeister. Well, I think it would depend upon what all 
the other costs are at the time that our research and development 
project is completed. We do see that, you know, as we have talked 
earlier, the marginal cost of a barrel is increasing. That is because 
steel is more expensive, labor is more expensive, the house pumps, 
everything is more expensive. So we do not know what the future 
cost structure might look like of oil shale, but let’s be clear. When 
there is a natural deposit of more than a trillion potentially recov- 
erable barrels of oil in a particular geography within the conti- 
nental United States, not to develop that is really, in my opinion, 
a disservice to the American consumer. 

Senator Sessions. Well, and a trillion barrels, we spend about 5 
billion — we utilize about 5 billion a year, so that is a couple of hun- 
dred years’ worth of oil right there. We would not have to — your 
engineer in the Energy Committee either this week or last week 
testified that you could bring it out for less, far less than the world 
price. And then the coal to liquid also can be brought forth at less 
than this world price right now. And with good technology, we may 
even get better. But both of those were blocked, I would note. 

So a majority in the Congress, I just have to say, have blocked 
Alaska, they have blocked the Pacific Coast, they have blocked the 
Atlantic Coast, they have blocked off Florida and made it far more 
difficult to produce on certain Federal lands, leaving us more de- 
pendent on foreign oil. 

Now, I am not pleased with some things that I think are occur- 
ring. I cannot fathom why the United States is producing so little 
diesel, and Europe has half of its automobiles diesel automobiles. 
Diesel is cheaper in Europe than in the United States, cheaper rel- 
ative to gasoline. It gets, I have always understood, about 38 per- 
cent better gas mileage than a gasoline engine. We have recently 
seen a Popular Mechanics article that compared them and said it 
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gets 38 percent better than a hybrid vehicle that we have been 
committing so much to and I have supported. 

Why aren’t we doing more diesel? What is the policy that has us 
at 3 percent diesel automobiles whereas Europe has 50 percent die- 
sel automobiles? And if we were using diesel, we would be utilizing 
about 35 percent fewer gallons of that fuel we put in our cars and 
it would hurt your business? I am asking Mr. Robertson. 

Mr. Robertson. Mr. Sessions, you are exactly right. Diesel is 
fundamentally a better product, so there is fundamentally more en- 
ergy in a barrel of diesel than there is in a barrel of gasoline. And 
so you would expect that the price, if everything else were equal — 
which it is not — the price would be higher. 

Europe has traditionally tax-advantaged diesel through policy, 
and so the European system is fundamentally — the European refin- 
ing system is fundamentally built to produce diesel. The American 
refining system is fundamentally built to produce gasoline, so the — 

Senator Sessions. Why? Why? 

Mr. Robertson. — facilities are different. It used to be that diesel 
was a product that people did not like, they did not like the kind 
of cars, they did not like the noise, they did not like the smell. And, 
of course, technology has changed all that. But our refining system 
is fundamentally focused on gasoline as a primary product. 

Senator Sessions. Well, I am going to be pursuing that in more 
depth, but I would note that new diesel engines are cleaner, emit 
fewer C02, and our diesel — low-sulfur diesel fuel is the cleanest 
fuel in the world. The whole ideas about dirty diesel are not cor- 
rect. It actually is environmentally friendly. 

Mr. Robertson. I was agreeing with you. But the problem is 
that we have built our system for something else, so there is — 

Senator Sessions. I know. I want to find out how we made that 
mistake. 

Chairman Leahy. Maybe this could wait for another round. 

Senator Durbin? 

Senator Durbin. Thank you, Mr. Chairman. Thank you to the 
witnesses who are here today. 

The Chairman’s earlier questions about CEO compensation left 
me a little puzzled when I heard your responses. I asked the Con- 
gressional Research Service to give me updated information on the 
CEO salaries of the oil industry, and these salaries relate to 2005. 
That is the only information they had readily available. They are 
dramatically larger than the amounts which we have been told — 
for instance, Mr. Tillerson, CEO of Exxon Mobil in 2005, $21.7 mil- 
lion in salary, $69.7 million in stock options. It turned out the aver- 
age salaries, bonuses, deferred compensation, stock options of the 
15 United States oil CEOs in 2005 averaged $32.7 million. In com- 
parison, the average compensation for the largest corporation 
CEOs in America was $11.6 million, about a third. 

So I would like to ask, Mr. Chairman, as a followup to your ques- 
tion, for the record if you all will be kind enough to update these 
figures for each of your companies, the amount that is being paid 
to CEOs in salary, bonus, deferred compensation, and other stock 
options so that the record is complete. I thank you for asking that 
question. 
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Mr. Chairman, I am glad we had this hearing, and I am sure it 
is not the first or last time that these gentlemen or people like 
them will be called before Congress, as they should be. But the 
honest answer is it takes us a long time to respond to a national 
crisis like the one we face. And it is tough. The idea of a windfall 
profits tax, which I support — and I assume the entire panel op- 
poses — is not likely to pass in this Congress because these gentle- 
men and their companies have very powerful people in Washington 
that make it difficult to bring those measures before us. I under- 
stand that. 

It strikes me that this is the right situation for a President to 
step in, for a President of the United States to step in. I can under- 
stand when the President of the United States goes to Saudi Ara- 
bia and begs the sheikhs, please, release more oil, you are killing 
the American economy, they told him to take a hike. They sent him 
home empty-handed. 

I think the President should be calling you all before his little 
meeting place in the White House and talking about what you are 
doing to the American economy. You have to sense what you are 
doing to us. We are on the precipice here and about to fall into a 
recession. Working families across this country have been falling 
behind for 7 straight years in the cost of living. And if I ask any 
family in Illinois — which, incidentally, has the dubious distinction 
of having the Nation’s top gas prices as of Tuesday of this week. 
If I asked any family in Illinois, “What is the biggest pain you 
face?” they are going to point at you and what it costs to fill a tank 
of gas. It cost me 61 bucks to fill up my Ford pick-up truck at the 
Shell station in Springfield, Illinois, Friday. That is the most I 
have ever paid in my life. I am afraid it is going to go higher. 

I come down to this basic question. You do not all work for Amer- 
ican companies, but you all, I think understandably feel a certain 
pride in this country and an obligation to this country. Does it 
trouble any of you when you see what you are doing to us, the prof- 
its that you are taking, the costs that you are imposing on working 
families, small businesses, truckers, farmers? Does it trouble you 
when you say, you know, if we take that extra billion dollars here, 
it is right out of America, it is right out of our economy? Is there 
anybody here that has any concerns about what you are doing to 
this country with the prices that you are charging and the profits 
you are taking? 

Mr. Simon. Senator, we have — and I can certainly speak for our 
corporation. We have a lot of concern about that, and we are doing 
all that we can to produce as much product as we can to put down- 
ward pressure on prices. 

When you look at what we have done, for example, in refining, 
we have expanded our refining capacity at a rate 40 percent higher 
than the rest of industry. 

Senator Durbin. If I could just interrupt you for a second, do you 
know what the current utilization of refining capacity is for the oil 
companies in America? Do you know what the percentage is? 

Mr. Simon. I know what ours is, and it is about 93 percent. 

Senator Durbin. OK. Nationwide, industry-wide, it is 85 percent. 
They are begging us for more refineries. They are begging us for 
more exploration. And they are utilizing current refining capacity 
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at 85 percent, which is the lowest since 1992. You are shorting the 
market a product when we desperately need more of it. 

I do not understand that. Why is that the case? 

Mr. Simon. Let me address that, at least from our corporation, 
and I think others can do the same. We are using every bit of avail- 
able capacity that we have, Senator. We have a number of units 
that we have to take down on overhaul. Those have been running 
for 5 to 7 years between overhauls. We do not plan those; we start- 
ed planning those 20 to 30 months ago. We have to take them 
down. We take them down during the slack period, right after the 
heating oil season but before the mogas season. 

Now, again, when you look at our utilization as a corporation, it 
has been higher than the industry average. I understand — 

Senator Durbin. Well, let’s listen to some of the others. I would 
like some of the others to have a chance to respond to this, about 
this 85-percent refinery capacity. Why are you not operating at 
higher levels of capacity? Is it all what Mr. Simon has said, the sit- 
uation where you have to take some offline at a given period of 
time for transition? 

Mr. Robertson. Well, everybody has that situation, but I would 
just like to start by saying that, I am a regular person, I have got 
lots of friends who are regular people, and we do not like this situ- 
ation. We have to explain to our families and friends what is going 
on with — 

Senator Durbin. How do you explain your profits? 

Mr. Robertson. Well, I explain my profits by saying we reinvest 
it all. So what we are doing — 

Senator Durbin. Oh, really? 

Mr. Robertson. Yes. We reinvest all our — 

Senator Durbin. Do you know how much cash on hand your com- 
panies have? 

Mr. Robertson. I know how much cash in — 

Senator Durbin. Compared to capital investment? In the past 
several years, there has been almost a 300-percent increase in your 
cash on hand while your industry has been an 81-percent increase 
in capital investment. 

Mr. Robertson. We are investing at the capability of our com- 
pany to invest, and that has been equal to our earnings over the 
last 5 to 6 years. 

Senator Durbin. But for you to take — 

Mr. Robertson. So we are — 

Senator Durbin. — profits and hold it in cash while the price of 
gasoline is breaking the back of the American economy is uncon- 
scionable. 

Mr. Robertson. We — 

Senator Durbin. Where is the corporate conscience here? 

Mr. Robertson. Right now, we are investing all we can, first of 
all. The things that we can do is we can invest to produce more 
supply. We are investing all that we can, given the limitations of 
access around the world, given the limitations of our own human 
capacity, given the limitations of the contractor community and the 
drilling rigs and all these things that are available in the world. 
We are investing at our capacity. 
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In terms of the refining situation, the markets that we supply 
are well supplied. Inventories of gasoline are as high as they have 
been in all time. So the issue is not refining capacity right now. 
The issue is the price of crude oil. That is the largest single — 

Senator Durbin. Do you have adequate refining capacity? You 
are not — 

Mr. Robertson. We have adequate refining capacity, and we 
have got the inventories at an all-time level, and our markets are 
all well supplied — 

Senator Durbin. My time has run out, Mr. Chairman, but I 
would just close by saying because of the high price of a barrel of 
oil, many companies are looking at sources they had never consid- 
ered before — Senator Sessions alluded to oil shale — and one of 
these is Canadian tar sands. I know BP, Conoco, and maybe all of 
you, you will readily concede this is one of the dirtiest sources of 
oil that we could be refining, and it has environmental concerns 
which we all should share. When you talk to us about drilling in 
every direction in every place and expanding refinery capacity for 
some of the dirtiest crude sources in the world, excuse me, but we 
also have an environmental and public health responsibility that 
we have to take into consideration. This should not come down to 
an equation of your money or your life. And if you are telling us 
we have to sacrifice the public health of America to bring gasoline 
prices down, I am telling you we ought to take a closer look at your 
industry and who is making the decisions. 

Thank you. 

Chairman Leahy. Thank you. 

Mr. Robertson. Well, I certainly did not say that, Senator. 

Chairman Leahy. Thank you. I — 

Senator Durbin. And I did not suggest you did, Mr. Robertson. 
I am sorry if that was your conclusion. 

Chairman Leahy. I am going to yield just a moment to Senator 
Hatch, who has been waiting here patiently, as the Ranking Mem- 
ber of the Subcommittee. I am going to have to step out after that, 
and Senator Whitehouse has agreed to stay and chair. But I was 
struck, if I might, by something that Senator Durbin said. He 
talked about Saudi Arabia and their response. The President has 
flown twice to Saudi Arabia this year to plead with the Saudis to 
increase oil production in order to lower gas prices. 

Here we have this photograph of him. He has failed in his ef- 
forts, although he touted himself as a friend of the Saudis, could 
work with them and jawbone them into action. 

Do you agree or disagree with the Saudi Oil Minister’s statement 
that supply and demand are in balance today and with the Bush 
administration’s statement that Saudi Arabia does not have cus- 
tomers who are making requests for oil that they are not able to 
satisfy? Mr. Malone, do you agree with those two statements? Yes 
or on. 

Mr. Malone. No. 

Chairman Leahy. Mr. Hofmeister? 

Mr. Hofmeister. No, I don’t. I think the underlying demand re- 
quires more supply. 

Chairman Leahy. Mr. Robertson? 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00041 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



36 


Mr. Robertson. I think the real issue is the shortage of supply 
and capacity available in the system that just is not very much. So 
I think the market is pretty well supplied today. 

Chairman Leahy. Thank you. Mr. Lowe? 

Mr. Lowe. As Mr. Robertson said, while the market is currently 
supplied, there is very little, if any, excess capacity. 

Chairman Leahy. Mr. Simon? 

Mr. Simon. The market is well supplied. We have 35 refineries 
around the world, and not a single one of them are having any 
trouble finding the crude and feedstocks to run at high utilization. 

Chairman Leahy. And so you agree that Saudi Arabia does not 
have customers making requests for oil that they are not able to 
satisfy? 

Mr. Simon. This is not a supply issue. 

Chairman Leahy. Thank you. Thank you and I thank Senator 
Hatch for, as always, his courtesy. 

Senator Hatch. Well, thank you, Mr. Chairman. I appreciate 
your courtesy. 

Mr. Hofmeister, just to set the record straight, as you know, the 
Democrat leadership in the Congress has passed legislation that 
would ban our Government from purchasing oil from the oil sands 
up in Canada. And Canada has moved to a million barrels a day, 
and they are moving up to 3 million barrels a day. 

Now, do you see this as a problem for oil supply in this country? 

Mr. Hofmeister. I absolutely do, Senator, and I do believe that 
there are environmental remediations both underway and future 
technology will deliver more so that the world can benefit and the 
U.S. in particular can benefit from not just oil sands production 
coming from Alberta, but also oil shale production that could come 
from Utah, Wyoming — 

Senator Hatch. I am going to get into that. In other words, we 
are talking about Utah, Colorado, and Wyoming. It is fair to say 
that they are not considered part of America’s $22 billion of proven 
reserves. 

Mr. Hofmeister. Not at all. 

Senator Hatch. Now, but experts agree that there is between 
800 billion to almost 2 trillion barrels of oil that could be recover- 
able there, and that is good oil, isn’t it? 

Mr. Hofmeister. That is correct. 

Senator Hatch. It could be recovered at somewhere between 30 
and 40 bucks a barrel? 

Mr. Hofmeister. I think those costs are probably a bit dated 
now based upon what we have seen — 

Senator Hatch. Somewhere in that area. 

Mr. Hofmeister. I don’t know what the exact costs would be, 
but, you know, if there is more supply, I think inflation in the oil 
industry would be cracked. And we are facing severe inflation be- 
cause of the limited amount of supply against the demand. 

Senator Hatch. I guess what I am saying, though, is that if we 
started to develop the oil shale in those three States, we could do 
it within this framework of over $100 a barrel and make a profit. 

Mr. Hofmeister. I believe we could. 

Senator Hatch. And we could help our country alleviate its oil 
pressures. 
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Mr. Hofmeister. Yes. 

Senator Hatch. But they are stopping us from doing that right 
here as we sit here. We just had a hearing last week where Demo- 
crats have stopped the ability to do that in at least Colorado. 

Mr. Hofmeister. Well, as I said in my opening statement, I 
think the public policy constraints on the supply side in this coun- 
try are a disservice to the American consumer. 

Senator Hatch. Well, if the Government gave you free access to 
the oil that could be recovered, would that make a difference to you 
in Shell? 

Mr. Hofmeister. Yes, it would, over time. 

Senator Hatch. Well, how would it make a difference? 

Mr. Hofmeister. We would be steering investments toward — on 
a global capital allocation basis, we would steer investments to- 
ward the best opportunities for the most prolific supply. We are a 
supply side company. That is what we do. And anytime we can 
move into a new source of supply and it is economic, we would pro- 
ceed to invest capital to produce more product. 

Senator Hatch. You are already moving into that new source of 
supply, if you could, in Colorado especially. 

Mr. Hofmeister. Correct. We have been there 20 years doing a 
research and development project for a technology that does not re- 
quire mining, that does not require opening up the surface, other 
than by drilling, which we have done for a hundred years. 

Senator Hatch. Well, who is stopping you from doing that? 

Mr. Hofmeister. Well, currently it is — we are still not at a point 
of making a commercial decision because of the research work that 
is necessary to know that we can do this in an environmentally 
safe manner and that we can use the — we can find an energy 
source for our heating technology which is also environmentally 
sound, and that we would have the water plan, the land use plans, 
et cetera. 

So we are not ready to make a commercial decision yet, but we 
would be unable to make a commercial decision unless the Min- 
erals Management Service creates the necessary regulatory frame- 
work, including a royalty structure, that would enable us to know 
what we will be able to produce. 

Senator Hatch. And leasing structure. 

Mr. Hofmeister. And leasing structure, yes. 

Senator Hatch. Mr. Simon, isn’t it true that we are spending 
about $600 billion a year for offshore oil? 

Mr. Simon. I am not sure what the number is, Senator. 

Senator Hatch. Anybody know the number? That is what I have 
been told. It is around $600 billion a year that we are sending over- 
seas to Venezuela, Russia, the Middle East. 

Mr. Simon. I know that we are dependent upon imports for about 
60 percent of our petroleum use. 

Senator Hatch. Let me ask you this: How much of a barrel of 
crude does the Government take in taxes? 

Mr. Simon. Well, when you look — the numbers I gave before is 
when you look at a gallon of gasoline, it is about 15 percent. 

Senator Hatch. About 15 percent. Now, your profits range be- 
tween, what, 4 and 8 percent? 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00043 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



38 


Mr. Simon. When you look at our profitability for refining and 
marketing in the U.S. during the first quarter of this year, it is 
about 4 cents. 

Senator Hatch. Anybody over 8 percent down there? Anybody? 
You are all shaking your heads no. So the Government is taking 
15 percent — 

Mr. Simon. Fifteen cents on the — 

Senator Hatch. Well, that is 15 percent. 

Mr. Simon. Well, the — 

Senator Hatch. Am I missing something here? 

Mr. Simon. The gallon is currently about $3.80, I think. 

Senator Hatch. Oh, OK. So it is 15 cents on a gallon. 

Mr. Simon. It is 15 percent on a gallon. Our profitability this 
year is 4 cents. 

Senator Hatch. OK. Now, if all of you — you hear all these com- 
ments on Capitol Hill all the time about “big oil.” I think they are 
referring to you. If you put all the so- called big oil companies to- 
gether, what percentage would they be of producers in the world 
oil stage? 

Mr. Robertson. We are about 2 percent. 

Senator Hatch. But total, all lumped together. 

Mr. Robertson. My guess would be about 10 percent, probably. 

Senator Hatch. I have been told 6 percent. 

Mr. Simon. When you look at worldwide crude reserves, Senator, 
you are right. It is about 6 percent versus 80 percent for the na- 
tional oil companies. 

Senator Hatch. OK. That is what I have been — that is my un- 
derstanding. 

Now, I am the author of the CLEAR ACT to develop alternative 
fuels, alternative fuel resources, alternative fuel vehicles, alter- 
native fuel infrastructure. I also was one of the people who put the 
tax credits for alternative energy into the 1995 — both of these are 
in the 1995 energy bill. So I take second place to nobody with re- 
gard to trying to develop alternative fuels and other renewable 
fuels. But let me just ask you, if we do everything we can in solar, 
wind, geothermal — I will leave nuclear off here right now — solar, 
thermal, which my friend Bernard Koestler is doing out there. He 
is going to have 200 megawatts of power by 2010. If we do every- 
thing we can, what percentage of energy would that provide for our 
country to run our trucks, our cars, our trains, our planes? Can 
anybody tell me that? Mr. Hofmeister? 

Mr. Hofmeister. The estimate that I have seen is that by 2030 
it could be about 20 percent. 

Senator Hatch. Twenty percent would be the maximum? 

Mr. Hofmeister. Based on what I have been — 

Senator Hatch. Well, where would we get the other 80 percent 
to keep our country going, run our cars, our trucks, our — 

Mr. Hofmeister. All of the estimates say that traditional hydro- 
carbons must be part of our long-term energy security, meaning 
gas, oil, coal. 

Senator Hatch. But that is dirty. I mean, why would we subject 
ourselves to being hostage to 80 percent of this type of production? 

Mr. Hofmeister. I think there are some brilliant technologies 
that are coming down the pike that will enable us to manage C02 
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and continue to use hydrocarbons. And I for one and Shell is a fan 
of a cap-and-trade bill for this country on a national basis, using 
these new technologies to both produce hydrocarbons to keep the 
economy strong while developing alternative forms of energy. 

Senator Hatch. Would it be fair to say that with that 80 percent, 
if we do not have that, we could not run our country? 

Mr. Simon. I would agree with that, Senator. Eighty percent of 
the outlook is fossil fuel, 60 percent for oil and gas alone. And let 
me correct myself, you are absolutely right with what you said be- 
fore. In 2007 it was 15 percent on taxes, and our profitability was 
4 percent. I apologize if I — 

Senator Hatch. I am glad to have that apology. Do the rest of 
you agree with what he just said? Do you agree with the 80 per- 
cent? 

Mr. Robertson. Yes, sir. 

Senator Hatch. We cannot run our country. We cannot run our 
cars, our trucks, our trains, and our planes — at least over the next 
20, 25, 30 years — if we do everything we can with regard to alter- 
native fuels, renewable fuels. We cannot do it without oil and gas. 
Is that right? 

Mr. Robertson. That is exactly right, but we can do it — 

Senator Hatch. And anybody who does not understand that just 
does not understand what it takes to run America. 

Mr. Robertson. What we can do, we can do it with more North 
American oil and gas. 

Senator Hatch. We could become somewhat independent of — 

Mr. Robertson. So my take on your question was we are import- 
ing 10 million barrels a day of oil today. We can make a significant 
dent in that by doing more here. 

Senator Hatch. If you were not hampered by Congress, right, or 
Government? 

Mr. Robertson. If we weren’t hampered by a lot of barriers to 
investment, yes. The thing I would also add is that we can do a 
lot more — 

Senator Hatch. You are so much more diplomatic than I. 

Mr. Robertson. Well, I am an engineer. The one thing I would 
say is, don’t forget Canada either. And I know you mentioned Can- 
ada. We talk about importing 10 million barrels a day of oil; 1.3 
million barrels a day of that comes from Canada. And so the re- 
source that exists in Canada — we have talked a little bit about it — 
is a really important resource, just like the shale oil and just like 
the offshore and just like the coal, and just like all of these fossil 
fuel resources that we have in North America. So we have the ca- 
pacity in North America to significantly reduce our imports of for- 
eign oil, and, frankly, that is a good thing not only for America, but 
it is a good thing for the world because it will reduce our load on 
the world and, frankly, free up more for other people. 

So I think it does drive prices down, and it is good for America, 
and it is possible. 

Senator Hatch. Thank you, Mr. Chairman. I appreciate it. 

Senator Whitehouse. [Presiding.] Senator — 

[Audience outburst.] 

Senator Whitehouse. This room will come to order. 
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We will suspend for a moment while the proceedings are brought 
to order. My apologies. 

[Pause.] 

Senator Whitehouse. I hope there will not be further disrup- 
tions like that, and I call on the guests who are here to conform 
themselves to the behavior that the Senate Committee expects. 

Senator Feingold? 

Senator Feingold. I thank the Chair and the Ranking Member 
for holding this hearing to investigate the skyrocketing price of oil. 
Americans may have a hard time believing this, as they fill up 
their cars, but the United States is the third top oil-producing 
country in the world, exceeded only by Saudi Arabia and Russia. 
We produce 4 times more oil than Iraq, 3 times more oil than Ven- 
ezuela, and over double the production in Canada, Mexico, China, 
and Iran. And yet we have never been able to meet our needs do- 
mestically because the U.S. consumes more oil than any other 
country in the world. Our annual consumption of 20.7 million gal- 
lons of oil a day is threefold the consumption level of the next high- 
est consuming country. In short, we have an insatiable appetite — 
an appetite that cannot be met even by adding an amount equiva- 
lent to all the oil in the top oil-producing country of Saudi Arabia. 
Even President Bush famously declared that the United States is 
addicted to oil. 

The problem is clear. Now we need solutions. We do not need 
economists in the room to explain the basic principles of supply and 
demand. Given ever increasing global demand and predictions of 
continued skyrocketing oil prices, we need to start the long-term 
transition to renewable energy and alternative fuels immediately. 

Mr. Hofmeister, the President of Shell Oil, stated in an NBC 
interview last year that he, too, agrees that we must and can get 
over our addiction to oil over decades and that Shell Oil will be 
there when it comes to renewables and alternative fuels. However, 
his colleague, Mr. Simon, the President of Exxon Mobil, declared at 
a House hearing last month that oil and gas will represent 80 per- 
cent of our energy portfolio in 2050, over four decades from now. 
So how many decades from now are we talking before your compa- 
nies will seriously invest in alternative fuels and renewable en- 
ergy? 

Three years ago, the same oil companies testified before the Sen- 
ate’s Energy and Commerce Committees and had similar discus- 
sions, and yet based on April 2008 data published in the Oil and 
Gas Journal and distributed by the American Petroleum Institute, 
over this time period your companies invested more in marketing 
than renewable energy. 

Mr. Chairman, I ask that this data be submitted for the record. 

Senator Whitehouse. Without objection. 

Senator Feingold. Thank you, Mr. Chairman. 

Obviously, you are private companies looking to make a profit. 
And succeeding — we have all read the headlines regarding your 
companies’ record-setting profits, $123 billion for 2007. Meanwhile, 
my constituents are facing financially challenging times. I have 
never seen anything really like it in my 26 years in public life. 
From our farm fields to our grocery stores and gas pumps, Ameri- 
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cans really are feeling quite an effect of record oil prices, and they 
are looking to us for help. 

There are some things we can do to provide some short- term re- 
lief, such as no longer filling the Strategic Petroleum Reserve and 
preventing market manipulation. We have recently made some 
progress in both of these areas. We also need to promote policies 
that encourage renewable energy, alternative fuels, as well as en- 
ergy efficiency and conservation, and last year’s energy bill moves 
in that direction. 

But more is needed, and I hope that oil companies will step up 
and be a part of the solution finally, and I would like to ask a bit 
about what you can still do given your own resources. 

Could you tell me, how many oil and gas leases on Federal lands 
do you currently have that are not in development? Surely some of 
you know. 

Mr. Hofmeister. Senator, frankly, I would have to go check. We 
have thousands of leases that are out there that we have won over 
a number of years, and I do not have a current inventory at my 
disposal. I would have to go research that number. 

Senator Feingold. My guess is some of you have a general sense 
of this issue. Currently, your companies hold leases on 42 million 
acres of Federal land, and yet you are only producing on 12 million 
acres. This means you are not producing on 30 million acres. Can 
you talk to me about why this is? 

Mr. Robertson. Well, Senator, I am in the same position. We 
have got thousands of leases, and I could not tell you how many, 
but I can tell you that we pay rent on those, and so we do not lease 
them unless we are going to do something with them. As we look 
at those and do seismic work a lot of them will, frankly, prove to 
have nothing to drill on, and we will relinquish those. So, I mean, 
all of them we are either keeping because we are doing work on 
them, or we are going to relinquish them. 

Senator Feingold. Do you have the manpower and infrastruc- 
ture to put your current leases on a lot of these acres in produc- 
tion? 

Mr. Robertson. Well, a lot of them will never come on produc- 
tion because they do not have — at the end of the day you look at 
them, and they don’t have the prospectivity. So we are working 
on — 

Senator Feingold. But you have adequate manpower and infra- 
structure to do the work on those that you do think will be produc- 
tive? 

Mr. Robertson. Yes, sir. 

Senator Feingold. All right. Well, I would appreciate some fol- 
lowup in writing from you on this so I can get a better sense of 
that question. 

I would like to know a little more about how your companies are 
going to assist in the significant transition we need to make. Ideal- 
ly, of course, we do this gradually, but I am concerned it is hap- 
pening too slowly. 

Mr. Lowe, following a 2006 Judiciary Committee hearing, James 
Mulva, the Chairman and Chief Executive Officer of 
ConocoPhillips, responded to one of my questions regarding the 
company’s investment in alternatives by stating, “ConocoPhillips is 
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an oil and gas company and, as such, we are in the business of 
finding new sources of fossil fuels to meet consumer demands. 
Eventually, there will be an evolution to the next generation of 
fuels, but this evolution will not occur for some time,” he said. 

Is this still ConocoPhillips’ position that alternatives are years 
off? Have you increased your annual investments in renewable en- 
ergy and alternative fuels? 

Mr. Lowe. Yes, Senator. We have significantly increased our ef- 
forts. We are combining with universities such as Iowa State to try 
and develop cellulosic ethanol. We are working with companies 
such as Tyson and ADM to try and develop alternative sources, re- 
newable sources of fuel. And we are also working on projects such 
as carbon capture and storage to make a positive impact and what 
we think is necessary for the development of the Canadian oil 
sands — 

Senator Feingold. So has the company’s position changed? Are 
the alternatives more immediately available or is this something, 
as your previous spokesman said, that is still years off? 

Mr. Lowe. I think that in the short term, we are really limited 
to corn-based, sugar-based ethanol as far as alternative fuels, as 
far as ethanol. But longer term, we can have an impact through 
these other sources, and ConocoPhillips is advancing those. 

Senator Feingold. Mr. Hofmeister, I would like to give you a 
chance to respond to this question, since, as I mentioned in my 
opening remarks, you seem to be saying the right things. Is Shell 
backing up what you said about being part of the energy revolution 
and investing in alternative energy? 

Mr. Hofmeister. Senator, I would like to call attention to a doc- 
ument that I made part of my written record, which is a Shell re- 
port on all of the areas on which we are working, which includes 
hydrocarbon, includes new technology in hydrocarbons, for exam- 
ple, coal gassification, liquefied natural gas, also includes biofuel, 
wind, solar, and hydrogen fuel cell work that we are doing with 
automotive makers. 

In addition to that, we do put significant emphasis on efficiency. 
Without better use of the molecule of hydrocarbon, I think we can- 
not in any way keep up with the future demand for product, and 
there is so much opportunity for efficiency that we ought to con- 
sider that as a whole new form — in a sense, new form of energy. 

Senator Feingold. OK. And, Mr. Simon, could you just answer 
that question also, please? 

Mr. Simon. I appreciate, Senator, the opportunity to clarify our 
position on alternative fuels. I think we have been painted with a 
brush that we are against alternatives, and that is not the case at 
all. Our scientists have looked at every form of alternative fuels 
and current technology, current generation, and frankly, we have 
not found any in terms of producing an appreciable amount of en- 
ergy when you look at the energy balance or that have mitigated 
greenhouse gas emissions in any appreciable way. 

So what we are doing is to try to look at the next- generation 
new technologies which can produce energy with scale and also 
dramatically reduce greenhouse gas emissions. And we are working 
with a number of research institutions in that area. 

Senator Feingold. Thank you very much, Mr. Chairman. 
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Senator Whitehouse. Senator Schumer? 

Senator Schumer. Thank you, Mr. Chairman. 

Just to followup, Mr. Simon, give me a number. How much do 
you invest in research and development of alternative fuels? 

Mr. Simon. Senator, it would be hard for me to answer that be- 
cause I do not know the answer. We have — 

Senator Schumer. OK. When your Chairman was here, he told 
us $15 million. Has it changed appreciably from that? 

Mr. Simon. I think it is higher than that, but we have — 

Senator Schumer. How much? 

Mr. Simon. — a number of efforts underway, and I haven’t added 
them all — 

Senator Schumer. Sir, is it over $100 million? 

Mr. Simon. It is over $100 million, but I don’t know how — 

Senator Schumer. It is over $200 million? 

Mr. Simon. I do not know how high it is. 

Senator Schumer. OK. Could you get to me an answer in writing 
exactly how much you invest in alternative fuels and in which 
ones. 

Mr. Simon. I could, but — 

Senator Schumer. Thank you. 

Mr. Simon. — the other comment I would make, Senator, is that 
we don’t measure progress based on how much we spend. We meas- 
ure it based on results. 

Senator Schumer. Right. That is what your annual reports al- 
ways say, what your progress is, not on how much money you 
make or what your price per shareholder is. Please. How much you 
spend will be a pretty good indication of how much you believe in 
alternative fuels. Your Chairman told us you do not believe in al- 
ternative fuels and invested about $15 million in some institute. I 
would like to know if that has dramatically changed. That will clar- 
ify your answer. 

Mr. Simon. I would be happy to provide that, Senator. 

Senator Schumer. Thank you. 

Next, also for you, Mr. Simon, new data has been released this 
week saying that Iraq could exceed Saudi Arabia as the largest oil 
producer in the world. The Iraqi Government does not have a na- 
tional oil law or a revenue-sharing agreement for either its com- 
peting factions or how much the United States gets back. I know 
you would like to be players in Iraqi oil, but I would like to ask 
you, Mr. Simon, do you think it would be appropriate for your com- 
pany to sign a contract with Iraq before an Iraqi national oil law 
or revenue-sharing agreement is in place? And do you think it is 
appropriate for you to sign one before that? 

Mr. Simon. We are looking at a technical agreement right now, 
and we will take into account all factors, and — 

Senator Schumer. So you do think it is appropriate? I would ask 
you right now, would you say here that Exxon will not sign such 
an agreement until there is a revenue-sharing agreement or na- 
tional oil law in place? Would you commit to that? 

Mr. Simon. I am not going to make any commitment at this time. 

Senator Schumer. Don’t you think such a contract could exacer- 
bate the strife in Iraq that our troops are struggling to quell every 
day? 
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Mr. Simon. I think we ought to be looking at every form around 
the world of additional supplies, and that is one of them that we 
as a country should be looking at. 

Senator Schumer. OK. Well, let me tell you, I think it is out- 
rageous for Exxon Mobil to go ahead and again pursue its own poli- 
cies that will exacerbate the very problems that our soldiers, Gen- 
eral Petraeus, and others are trying to undo. 

The next question is for, I guess — let me ask any of you. If Saudi 
Arabia increased its production tomorrow of a million barrels of oil 
a day — let’s just assume they do. We know they can because it is 
lower by about several hundred thousand barrels a day than it was 
in 2005, and they have added production. How much would the 
price of oil go down in the next few months? Just if you can give 
me an approximate guess. Does anyone want to hazard a guess? 
Does anyone think it would not go down? Raise your hand if you 
think it would not go down. OK. Do you want to say something on 
this, Mr. Robertson? 

Mr. Robertson. I think it would go down. I think the real — what 
really is important to the market is what is going to happen in the 
future. Maybe they could produce a million barrels a day for 
some — 

Senator Schumer. Well, what if they committed for 2 years? 

Mr. Robertson. I think it would make a difference, and I think 
we all — any of us that showed that we were going to increase pro- 
duction by some significant amount over a significant period of 
time would make a difference. 

Senator Schumer. And the estimates I have seen, not done by 
me but by experts, say it could go down — if they did a million bar- 
rels of oil a day, increased from today, it would go down about — 
in transition to gasoline, it would be about 50 cents a gallon, 
maybe 62. Does anyone think that is out of line, seriously out of 
line? 

Mr. Simon. I would have no way of estimating that, Senator. 

Senator Schumer. Right. How about — OK. Would it go down sig- 
nificantly? Does anyone disagree that it would go down signifi- 
cantly, a million barrels a day? 

Mr. Simon. One point I would like to make, Senator, is when you 
look at the market today, it is well supplied. And so if you take a 
well-supplied market and then you throw another million barrels 
a day in it, yes, it will go down. 

Senator Schumer. Right. And if you all are preaching to us that 
you need new exploration so you can find more oil, which is some- 
thing I do not always disagree with — I support it. I was in the 
handful of Democrats to support more drilling in the east gulf so 
we could do just that — then, clearly, a million barrels a day produc- 
tion now would have a significant effect because you cannot — it is 
a contradiction, isn’t it, that you finding new supplies and pro- 
ducing them will keep the price in line, but Saudis just pumping 
a million barrels wouldn’t keep the price in line, right? Mr. Robert- 
son, you are shaking your head. 

Mr. Robertson. No. I am nodding my head. 

Senator Schumer. Shaking your head yes. 
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Mr. Robertson. I think that the really critical things here are 
signals to the world that there is a determination to increase pro- 
duction for the foreseeable future. 

Senator Schumer. Correct. 

Mr. Robertson. We could do that in our country, I believe. It 
wouldn’t — 

Senator Schumer. The Saudis could do it tomorrow, couldn’t 
they? 

Mr. Robertson. Well, the Saudis are making significant invest- 
ments to increase capacity. They could, by — 

Senator Schumer. No, but right now — 

Mr. Robertson. Anybody in the world that made a — you are 
talking about short term. Anybody in the world that made a com- 
mitment for the long term to increase production — 

Senator Schumer. Right. 

Mr. Robertson. — by a significant amount would have an effect 
on our — 

Senator Schumer. But here, Senator Kohl was asking you about 
OPEC and how OPEC restrains supply and that keeps the price 
high, and you all go along with OPEC. 

Now, the bottom line is if there weren’t an OPEC and if Saudi — 
or within OPEC Saudi decided to do what they could do tomorrow, 
from what I understand they have 2 million barrels more of capac- 
ity, the price would go down significantly. And I think there is 
agreement from all of you about that — not that you can force them 
to do it. No one is saying that. I see that everyone is nodding. Any- 
one disagree with that? 

Mr. Simon. Again, when you look at the market today, though, 
Senator, it is well supplied. 

Senator Schumer. I did not ask you that. 

Mr. Simon. OK. 

Senator Schumer. I asked you — "well supplied” is a very flexible 
definition. OK? I asked you — I want to now then ask you, yes or 
no: If Saudi Arabia tomorrow said for the rest of their — for the next 
3 years they are increasing supply by a million barrels a day and 
it will not stop, would the price go down significantly? 

Mr. Simon. It would go down today because then you would — 

Senator Schumer. Yes. 

Mr. Simon. — be flooding the market with an extra million barrels 
a day to a well-supplied market. 

Senator Schumer. OK. Next, Burma. I would like to ask you, 
Mr. Robertson, about Burma, where we now have a brutal dictator- 
ship. There are people who feel that you should leave Burma. 
There are people who feel you should not be dealing with such a 
harsh dictatorship. So my question is: What is Chevron’s future 
plans in Burma in the wake of the massive popular opposition to 
the military junta and its initial refusal to accept disaster aid? 
Have you weighed in with the Burmese Government about accept- 
ing disaster aid? And, more generally, does your presence in Burma 
not bolster the military junta? 

Mr. Robertson. Well, thank you. We have, just in the last few 
days, committed $2 million to aid in Burma. The agencies that we 
are working with, some of them have matched it, so it is $3 million. 
I have some photographs in my file here of aid being delivered to 
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people in Burma, so I know it is happening. Our people on the 
ground are seeing it. So we are delivering aid. Even though a lot 
of others cannot, we are. So that is an advantage, I think — 

Senator Schumer. Do you think they could use a lot more than 
$2 million? 

Mr. Robertson. Of course, they could. But I am saying what 
Chevron can do we are doing, and we are doing a significant 
amount, and that goes a long way in Burma. 

Our plan is to stay in Burma. I have been there and have seen 
the people that live in the area where we operate along our pipe- 
line system. I know for a fact that they are better off by us being 
there than by anybody else being there. So I know we are doing 
the right thing in Burma. 

Senator Schumer. Are you — 

Mr. Robertson. The Burmese Government is benefiting from the 
fact that natural gas is being produced in Burma, but the fact is 
that if we were there or anybody else was there, that gas would 
still be being produced. It has been developed, and so the only 
thing we can do by leaving is enhancing the value to the Burmese 
Government. They would get our interest. If we sell our interest, 
we would pay a large capital gains tax to them. Any way of extract- 
ing us would be a benefit, a windfall benefit to the Burmese Gov- 
ernment. And I know the people there are better by us being there. 

Senator Schumer. Are you trying to pressure the military gov- 
ernment to let in more aid right now in addition to the $2 million 
you are giving? 

Mr. Robertson. No. We — 

Senator Schumer. Do you think that would be helpful? 

Mr. Robertson. I don’t think we could have much effect on that. 
I can tell you that I am working with the United Nations Ambas- 
sador, who is Mr. Gambari, Ambassador Gambari, who is working 
with the Burmese. We are working with the EU Ambassador that 
is working with the Burmese. So we are doing everything that we 
think we can, but I can assure you, I don’t think that Chevron as 
a non-operating partner in an operation in Burma could have much 
personal effect on the Burmese Government. 

Senator Schumer. Would I have time for one more question, Mr. 
Chairman? 

Senator Whitehouse. Take your time, Senator. 

Senator Schumer. Thank you, Mr. Chairman. 

This relates to refinery capacity. Again, we all talked about the 
difficulty of building new refineries, and that is sort of obvious that 
if you — you know, that you need to build more new refineries if you 
are going to increase production someplace or other in the world. 
But right now, refinery capacity is at 81 percent compared to 90 
percent last year. Eighty-one percent would strike most people at 
a time when the price of gasoline and other petroleum products is 
so high as not very good and not very adequate. This is not about 
building new refineries. This is the same existing refineries and the 
capacity they had. 

Could any of you comment on why refinery, present — I do not 
want a discussion of building new refineries. I am talking about 
present refinery capacity. Why is it so much lower, 10 percent 
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lower than it was last year, even though the price is through the 
roof? Mr. Malone? 

Mr. Malone. I can’t speak to the entire industry. I can speak to 
my company, which is our utilization rate is higher this year than 
it was last year. 

Senator Schumer. What is it? 

Mr. Malone. We are up — probably the average across all of them 
is in the area of 88, 89 percent of available capacity. 

Senator Schumer. OK. 

Mr. Malone. Remember, we have our huge Texas City refinery 
still going through rebuild so that knocks our numbers down. 

Senator Schumer. Right. Mr. Hofmeister? 

Mr. Hofmeister. Shell year to date has been running about 92- 
percent refining capacity. We had two shutdowns which were unex- 
pected in two refineries. It would have been higher were it not for 
those two unplanned shutdowns. 

Senator Schumer. Is the amount of money you are putting in to 
keep maintaining the refineries higher or lower than it was last 
year? 

Mr. Hofmeister. It is on average less for existing refineries, but 
more overall because of a major refinery expansion in Port Arthur, 
Texas, which will more than double the size of that refinery. 

Senator Schumer. Any of your refineries’ capacity lower than, 
say, 85 percent? Mr. Lowe is shaking his head no. 

Mr. Lowe. ConocoPhillips has consistently outperformed the in- 
dustry in utilization rates over the last 4 years. We had some oper- 
ating upsets in the first quarter, but still ran at a refinery utiliza- 
tion rate of about 90 percent. 

Senator Schumer. Mr. Robertson? 

Mr. Robertson. I would just make a comment. The industry has 
continued to expand its refinery capacity, so even though we have 
not built any new refineries, we continue to expand it, and refining 
throughputs this year in the first 19 weeks of this year are at all- 
time highs. 

Senator Schumer. But why is the — 

Mr. Robertson. Gasoline — 

Senator Schumer. — capacity so low, 81 percent? 

Mr. Robertson. Because the market, you know, basically the 
market has not needed it. I mean, inventories are high. Look, we 
are producing gasoline at an all-time-high capacity, and the mar- 
ket — the demand has shrunk by 2 percent. So, I mean, people are 
seeing higher prices, using less; we are producing more gasoline 
than — 

Senator Schumer. Well, if demand has shrunk, isn’t — 

Mr. Robertson. Demand has shrunk. 

Senator Schumer. Isn’t it logical for the price to go down as op- 
posed to the supply to decrease? 

Mr. Robertson. The fundamental, though, the real thing that is 
happening here is the cost of oil on the world market. That is what 
is being paid. I mean, over time, reduced demand will drop prices, 
and that is what has happened in the past. But it will take a lot 
of time, and it will take more than just the United States gasoline 
market. 
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Senator Schumer. I would just say — and I have gone way over 
my time, and I thank the Chairman’s indulgence, and Senator 
Cardin has walked in. But I would say, to me at least, 81 percent 
refinery capacity in the industry as a whole — this is not new refin- 
eries but existing — asks a whole lot of questions at a time when the 
price is high. And one wonders if the pattern of oil companies here, 
big ones and small ones, is to decrease supply and increase price 
rather than increase demand and decrease price. And it may well 
be your shareholders do better with the first than the latter, but 
the American consumer does better with the second. 

Thank you, Mr. Chairman. 

Senator Whitehouse. Senator Cardin? 

Senator Cardin. Well, thank you, Mr. Chairman. I thank Sen- 
ator Whitehouse for his courtesy in allowing me to question at this 
time. 

Let me just preface my comments by reflecting that I have fol- 
lowed Senator Sarbanes. I have his seat in the U.S. Senate, and 
I am sure all of you know Senator Sarbanes, but you also know 
Sarbanes-Oxley. And Sarbanes-Oxley I think was a moment in the 
history of America where we said, you know, there is a responsi- 
bility of corporate America that it does not go just to the private 
sector. There is a public responsibility. 

We have a national problem. We are dependent upon foreign oil, 
and that dependency upon foreign oil has caused us security prob- 
lems in regards to our international concerns. It has caused us en- 
vironmental problems with global climate change. And we are now 
seeing how it is causing us economic problems. The people in Mary- 
land and around this Nation are hurting today because of the cost 
of gasoline at the pump. It is affecting our lives in a very dramatic 
way. I have small businesses that will probably go out of business 
because they cannot afford the cost of gasoline. 

So this is having a dramatic impact, and I would like to see a 
greater urgency from our leaders in our energy field than I have 
seen. 

Mr. Robertson, let me just — I think you were the one who said 
you are investing $6 billion in Kazakhstan, I believe. Pardon? 

Mr. Robertson. I said we had one project that — 

Senator Cardin. One project, $6 billion in Kazakhstan. I guess 
my disappointment is — were you here seeking changes in law in 
the United States so that $6 billion could have been invested in 
America — 

Mr. Robertson. Absolutely. 

Senator Cardin. One moment. I haven’t finished my question. — 
in alternative and renewable energy sources so that we could be- 
come energy independent and wean ourselves off of oil? 

Mr. Robertson. We have supported all — 

Senator Cardin. I know you have supported — but have you been 
here to really fight for the types of policies — the more you invest 
in foreign oil, you have got to get your return. It creates a dilemma 
for you, for your shareholders. You have got to get that $6 billion 
back. 

Now, if that money would have been invested in America, we 
would be more secure today. 
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Mr. Robertson. Well, maybe I should have talked about some of 
the investments we are making in America, because that was one 
example that I used of a project, the typical project around the 
world. We are just finishing up a $4.7 billion project in the U.S. 
Gulf of Mexico, in the Deepwater, to produce 125,000 barrels a day 
for the United States of America, which is — 

Senator Cardin. I am more interested in alternative fuels. 

Mr. Robertson. OK. I understand. We are making a lot of in- 
vestment in the United States. 

Senator Cardin. Do we need — 

Mr. Robertson. Over the next couple of years, we are going to 
invest $2.5 billion in renewable fuels and energy efficiency services 
for outsiders. So $2.5 billion. We are spending — with the largest 
geothermal energy company in the world, we are investing in that. 
We are investing in cellulose-based ethanol. We have got a joint 
venture — 

Senator Cardin. Do you believe we need stronger economic in- 
centives in this country so that we can have an energy policy that 
is in the best interest of our country? 

Mr. Robertson. I don’t think that we need new incentives. The 
prices that exist today are pulling huge amounts of money, includ- 
ing Chevron money, into alternative fuels. I think $150 billion last 
year was being spent on renewable energy. So the problem is — 

Senator Cardin. So based upon our — 

Mr. Robertson. — a time problem. 

Senator Cardin. OK. Based upon our current incentives, then, 
you believe that we will solve our energy problem and become en- 
ergy independent? 

Mr. Robertson. I believe that there is a lot we can do and are 
doing in this country, not to mention — you know, we have talked 
about shale and — 

Senator Cardin. And how many years will it take us to be en- 
ergy independent under our current policies where we do not have 
to import foreign energy? 

Mr. Robertson. I don’t think that we will be energy inde- 
pendent. 

Senator Cardin. And you don’t think that is a worthy goal? 

Mr. Robertson. I think reducing our dependence on the rest of 
the world is a hugely worthy goal, yes. 

Senator Cardin. But you are satisfied with current policies? 

Mr. Robertson. No, I am not satisfied with current policies. I 
think there are a lot of policies that need to be made to enhance 
the ability to produce natural gas in this country, which is a clean 
fuel. I think there are a lot of policies that need to help us invest 
more in the oil business in this country. I think there are a lot of 
policies that need to be done to invest in the coal business in this 
country, and I think in renewable. 

Senator Cardin. Well, I — 

Mr. Robertson. We need the removal of barriers to investment, 
not incentives to invest. 

Senator Cardin. I hear your verbal support for these types of 
programs. I don’t see the energy by the leadership that is at the 
table today in helping us develop an energy policy for our country 
that is in the best interest of our national security, environment, 
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and economy, and may very well adjust the way that your company 
does business in the future and may very well affect your com- 
pany’s future. But I do not see that leadership as Americans do 
what is right for our country. That is my take on it, and I would 
be more than happy to have your response. 

But let me ask a question. We have S. 2991 and it deals with 
some of the oil speculation, oil market speculation. I know you are 
not experts in that field because that is not what you participate 
in. You have had a chance to review that legislation. Do you sup- 
port sensible regulation on oil market speculation? Any one of you. 

Mr. Robertson. I think I have already mentioned it. As I know 
the bills that are around, we support completely transparency and 
we have not seen any bill that we object to. 

Mr. Malone. Senator, we support the market provisions in that 
bill, and anything that, again, allows for transparency and liquid- 
ity, it is so important that we bring in 60 percent of oil and gas, 
we need markets that are properly regulated and allow for those 
variables. 

Senator Cardin. Do you believe that there is price gouging in our 
markets in the United States, either at the retail level or else- 
where? Is that a problem? 

Mr. Robertson. I don’t believe so. 

Mr. Hofmeister. I do not either. 

Senator Cardin. So you have checked every gas station in the 
country and — 

Mr. Simon. No, I haven’t, but the FTC has done many investiga- 
tions in that area and have not found any inappropriate, non-com- 
petitive behavior as a result of those. 

Mr. Robertson. And we do monitor our stations, so if any of 
them get way out of line, then we do go and followup with them. 
So we do monitor. 

Senator Cardin. So the variation in cost that I see in Maryland 
at a particular brand station is just the normal fluctuations in a 
region in Maryland? 

Mr. Simon. You know, when you look at the 166,000 individual 
retail outlets, in our case about a half a percent of those are those 
that we own, operate, and, therefore, set the price in. Most of those 
are set by independent men and women business people, and they 
look at their sphere of competition, and that is what they set their 
prices based upon. And, yes, it can differ from one zone to the next, 
depending upon competition. 

Senator Cardin. I understand that, so it can vary from one 
neighborhood to another, as I have seen in Maryland. 

I would just make an observation. It would be good to have some 
independent verification here. I appreciate the fact that you are 
doing that, but I can tell you that what is happening in pricing of 
gasoline is a crisis in this country. And we need more help from 
you in dealing with this. I don’t think — and everybody sort of says, 
well, this is the market, it is going to work itself out. It has gone 
beyond that. 

I appreciate your support for the oil market speculation issues. 
I would like to see a greater urgency for our national energy needs 
and not just the bottom line of your company. I think in a way that 
was the message of Senator Sarbanes when he held this seat, and 
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he was effective in bringing about a major change. Unfortunately, 
it happened after many people were injured. 

We have got to get a sensible policy for this country that deals 
with the current pricing of gasoline at the pump and deals with the 
long-term security of this country and environmental needs. 

Thank you, Mr. Chairman. 

Chairman Leahy. [Presiding.] Senator Whitehouse, thank you 
again for covering for me. I understand you had yielded time, so 
you have not asked questions yet. 

Senator Whitehouse. That is correct. 

Chairman Leahy. The floor is yours. 

Senator Whitehouse. Thank you very much. 

Gentlemen, my question is: Where does this end? I went home 
this weekend in Rhode Island. Regular was $3.89, medium was 
$4.04, super was $4.12. A gentleman from Bristol, Rhode Island, 
who is in the home heating oil business, came in and said that just 
in the last few weeks his supply costs had gone up 60 cents. Since 
George Bush was sworn in as President, the cost increases amount 
to $2,000 per family in Rhode Island, and for a lot of families who 
are working in Rhode Island in an economy where wage growth 
has been completely stagnant, flat, and families are working hard- 
er than ever to keep up with increased costs, they don’t have that 
$2,000 lying around. And they are looking at family budgets, and 
they are comparing what they can afford for gas to what they can 
afford for food to whether they are going to be able to buy new 
clothes for their kids when the go to school in September. They are 
making very, very hard choices, and I think they are entitled to 
look ahead and try to get a sense of what they have got coming. 

What is your view on where the price of gasoline is going to be 
a month from now, 6 months from now, a year from now? What are 
American families looking at? 

Mr. Simon. Senator, I would like to be able to answer that ques- 
tion, and answer that question for our customers as well. But the 
practical fact of the matter is there is no way that we can make 
that prediction. Seventy-five percent of the costs that people are 
paying at the pump today is a result of the raw materials that we 
must buy in order to make those products — crude oil. There are so 
many factors that go into establishing that price: supply and de- 
mand, weakness of the dollar, geopolitical situation, the amount of 
speculation coming into the market, the amount of spare capacity. 
It is absolutely impossible to take all of those factors and make any 
kind of intelligent prediction. The market will make that deter- 
mination, and I am not smart enough to do so. 

Senator Whitehouse. Anyone else? Mr. Robertson. 

Mr. Robertson. Well, can I respond to a comment that was 
made a couple of minutes ago about leadership? There have been 
some recommendations made to the U.S. Government from our in- 
dustry and a lot broader range than just our industry through the 
National Petroleum Council, and that was a very extensive docu- 
ment that was just put together and made some very specific rec- 
ommendations for Government action and for policy in the United 
States. The No. 1 recommendation was reduce the demand, get 
more efficient. That is something that we can do in America today. 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00057 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



52 


The only things we can do to change prices are to either reduce de- 
mand or increase supply, or hopefully both. 

One thing we can do in reducing demand, we have a company 
that sells energy efficiency services. They go to many, many instal- 
lations around the country. They put in solar panels. They put in 
fuel cells. They put in insulation. Their average savings has been 
30 percent over 800 projects. A 30- percent reduction in energy use 
in big Government installations and private installations around 
this country would have a dramatic impact, almost more than any- 
thing else we can do. 

The best thing we can do as leaders for the people that are suf- 
fering under these huge price increases is to get more efficient as 
a Nation, to provide leadership in terms of getting more efficient 
as a Nation, and to make it the right thing to do, because it can 
really make a difference. That is the best thing we can do in the 
short term. 

Senator WfflTEHOUSE. Well, let me ask you this: You are all 
international — you are here representing international oil compa- 
nies whose purpose is to sell oil and gas and make money by doing 
so. We are an America that has complex energy needs, which in- 
clude, as you have mentioned, Mr. Robertson, conservation, alter- 
native fuels, solar, wind. There are also very significant national 
interests at stake in our continued use of oil and gas. There are 
very significant economic problems that we have all alluded. There 
are very significant environmental risks that could be the most 
damaging thing ever to happen to the human species. There are 
very significant national security risks. We are at war in Iraq right 
now in large part because of our dependence on foreign oil. 

So the cost of this can be extremely high, and it is not really the 
cost of your product. It is the cost to our country of not engaging 
in other ways. And my question to you is: Do you see yourselves 
as energy companies, or do you see yourselves as oil companies? 
And where the international interest seems very, very strongly to 
be steering us away from oil and gas, and that is your primary 
product, what assurances can you give us that as people who are 
making decisions for the American people, we can trust you to be 
making the right decisions for this country where they seem very 
apparently to be diverging from the corporate interests of the com- 
panies you represent? I see those two paths as on a very, very dif- 
ferent trajectory, and I don’t know how to bring them together. 

Mr. Hofmeister. If I could speak for my own company, we see 
ourselves, Senator, really as both. I don’t want to hide and say we 
are not doing oil and gas, because we are doing oil and gas. But 
in respect of the economic value creation for this country, the jobs 
that we create, the contracting and procurement that we do which 
provides thousands of more jobs in the oil and gas sector, in the 
last 7 months, 8 months, just in the United States Shell has com- 
mitted some $10 billion to economic value creation, which trans- 
lates into jobs. That is all part of what our industry does. 

If you visit new hydrogen stations, for example, in California and 
New York and Washington, this is part of a whole new economy — 

Senator Whitehouse. Mr. Hofmeister, I am not suggesting that 
you are incapable of doing things that are beneficial to the United 
States. I am suggesting that when we are making policy, it may 
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be that there is a significant conflict of interest between your cor- 
porate interests and our national security, environmental, and eco- 
nomic interests as a country. And what are the ways that we can 
do to try to reconcile those two more? 

Mr. Hofmeister. Well, I think across the whole range of social 
issues that move from the climate and the environment, the stew- 
ardship that we demonstrate, our activism, our advocacy of cap-and 
trade — Shell is a member of the United States Climate Action Part- 
nership, as are several other companies here — we are trying to pro- 
mote means by which we can reduce carbon emissions in the at- 
mosphere, taking very active stands. In my 3-year tenure as Presi- 
dent of Shell Oil Company, I average some 30 visits to Capitol Hill 
a year to advocate for — or to educate, I should say, on various pol- 
icy initiatives ranging from hydrocarbons to hydrogen. And I 
think — that is, hydrocarbon-free hydrogen. And I think that, you 
know, personally I believe that America can improve its competi- 
tiveness by solving our energy issues in a comprehensive, holistic 
way. 

Senator Whitehouse. My time has expired, and I am now oper- 
ating under the Chairman’s indulgence, so let me just ask all of 
you one other request. It is not so much a question for the hearing 
as it is a request. We are facing a potentially existential threat to 
the human species. We can warm the planet as much as we please 
with global warming and the planet will be fine. The question is: 
Will the species be fine? And it is a very, very significant risk. It 
is one we absolutely have to do something about, in my view. 

Also in my view, the science has become extremely clear on this. 
I am married to a marine biologist. I understand a little bit of the 
science. I have read into this a great deal. There is an astonishing 
level of scientific agreement about this considering that science is 
by its nature an area of debate and exploration and experimen- 
tation. But the degree of agreement about it is phenomenal. 

And yet there remain fringe views, many of them endorsed, es- 
poused, promulgated by organizations that either are now or have 
been in the past funded by your companies, with, in my view, the 
intention of misleading the people of the country about the actual 
state of the science. 

And I would ask that each of you, when you go back from this 
hearing, talk to the folks in your companies and take a look to see 
if this is still going on. Our regulatory proceedings in this country 
are riddled with phony science, with propped-up, phony organiza- 
tions that are fronts for industrial interests. It is a real disservice 
to the people of this country that that is going on, and I think 
when people at your level support that kind of behavior, it is a ter- 
rible mistake. And I would ask you to review it and try to put an 
end to that practice, if it still exists in your companies. 

Thank you, Mr. Chairman. 

Mr. Robertson. It does not exist in our company. 

Senator Whitehouse. I am very glad to hear that. Thank you, 
Mr. Robertson. 

Mr. Simon. And I would take exception with your comments as 
well, Senator. 

Senator Whitehouse. You take exception with them? 

Mr. Simon. I do. 
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Senator Whitehouse. In what sense? 

Mr. Simon. In other words, that we are supporting junk science 
and trying to make people think that this is not an issue. I think 
all of us recognize it is an issue. It is how we deal with it — and 
I think we are dealing with it, and we are doing so in a responsible 
fashion. 

Senator Whitehouse. Well, allow me to disagree, and I am 
happy to continue the discussion. Thank you. 

Chairman Leahy. Thank you. 

Senator Sessions, you wanted a couple minutes more for a fol- 
lowup? 

Senator Sessions. I did. This is a free country, and if you want 
to invest your money in expressing a view on science, you have 
every right to do so. And I think you have an individual responsi- 
bility to make sure it is done with integrity, because you are major 
corporations and you have great responsibilities. 

I understand fundamentally that a responsible large corporation 
exists to make a profit and that — but you have a responsibility also 
to do so in a way that is consistent with high ethical standards. 

One thing I would want to disagree with you about is a sense 
that nothing can be done about the OPEC situation. As I under- 
stand it, it costs less than $10 a barrel to produce a barrel of oil 
in Saudi Arabia, and probably in some of these other countries. 
And so it is now selling for $130 on the world market. You are not 
allowed, may I ask, you are not allowed to go in and produce more 
of that oil any time you want to. Is that correct, Mr. Hofmeister? 

Mr. Hofmeister. I think Saudi Aramco is the — 

Senator Sessions. They control it, they say how much can go on 
the world market, and by producing below their capacity, they are 
creating shortages that are allowing companies, you and others and 
other national oil companies, to maximize profits. We need policies 
here in our country to end that. We need to fight back, and I be- 
lieve the President has certain leverage — I don’t know what that 
is — but I believe a sophisticated, sustained effort. 

Now Senator Kohl, I really liked the intent behind his effort to 
confront OPEC and create an antitrust lawsuit. However, I think 
it is true that historically, and legally, we have not been able to 
say to a nation, a sovereign nation, they have got to sell an asset 
they have on the world market. That is apparently a component of 
sovereignty, to be able to decide how much of your resources you 
want to put on the world market. But there are other pressures 
that we need to bring forth, and I hope that you guys will see that 
it will be helpful to us in the future to get away from this power 
that is being established there. 

I think most of you have drilled offshore. I was very pleased that 
in the aftermath of the devastating Hurricane Katrina, where 
many rigs actually were damaged, and severely, there was almost 
no spills of any oil. I think if we can sustain that kind of hurricane, 
as massive as it is, I think that gives us confidence that the tech- 
nology that you are using is good. 

I would point out that we expanded some areas in the gulf for 
drilling, 100 miles or more offshore, but Florida blocked even fur- 
ther offshore than that, to my great disappointment. They like the 
situation, I think, where a pipeline from Mobile, Alabama, to 
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Tampa, Florida, takes our natural gas that we produce so they can 
burn it and have their aid conditioning and drink their mint juleps 
while the sun sets. You know, that is happy to them. But nobody 
can drill within 200 miles of their shore. 

We have got to get beyond that, and I would just note, as a 
former Department of Justice employee, States do not own the off- 
shore outside their own waters; 50, 100 miles is controlled by the 
Federal Government. 

So I guess I want to ask you, do you believe — let’s say in the Gulf 
of Mexico the Destin Dome, which is still not open, some of those 
areas contain very large amounts of oil and gas and it can be pro- 
duced safely? 

Mr. Simon. Senator, when you look at the estimates, it has been 
estimated that there are 30 billion barrels of oil that have been 
placed off limits by the Federal Government, 125 trillion cubic feet 
of natural gas. To put that into perspective, that is enough oil to 
back out imports for a period of over 8 years, enough natural gas 
to heat 15 million U.S. homes for over 100 years. 

This is the only Government in the world that denies its citizens 
access to known, recoverable oil and gas. We can develop that in 
an environmentally responsible fashion, as we are doing every- 
where else in the world in environments much more severe and 
much more challenging than we would confront here in this coun- 
try. 

Senator Sessions. The North Sea is a much tougher environ- 
ment, would you say, than the — 

Mr. Simon. The North Sea, Sakhalin Island off Russia. 

Senator Sessions. But we don’t mind buying it from them, but 
we won’t buy it from our own Americans, and the money that 
comes to the U.S. Government, billions of dollars from that oil pro- 
duced off our shores in the Gulf of Mexico and, for example, 50 per- 
cent of that goes to the general treasury, 12.5 percent goes to fully 
fund the Land and Water Conservation Fund, a key conservation 
program; 37 percent goes to the States who participate in that — 
my State has received millions of dollars and will receive hundreds 
of millions of dollars — instead of having that money go to Ven- 
ezuela, Saudi Arabia, and places like that. It is just unthinkable 
to me that we are not examining this more carefully. 

Is it possible, Mr. Simon, that there could be even larger reserves 
than you have suggested just in the gulf? 

Mr. Simon. There have been a number of estimates which would 
be higher. We really need to get out there and do some more work 
to really understand what is there, and that I think we are all a 
strong proponent of. 

Senator Sessions. Well, and, of course, Alaska could be itself 
about 10 percent — reduce by 10 percent our imported oil if we had 
that online, and we know we can do that, and I am sorry it has 
not happened. 

Thank you, Mr. Chairman. This is an important hearing. The 
American people care about this. These companies, I think it is 
healthy for you to have to answer to the American people. 

Chairman Leahy. Thank you. 
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I want to thank the witnesses for being here today, and some of 
you, to your credit, were more forthcoming than others in answer- 
ing the questions from both sides of the aisle. 

Of course, the bottom line is very simple: People we represent 
are hurting. Your companies and the foreign oil interests, are prof- 
iting. And we need to get this somehow into balance. 

I think the price of oil has to reflect market fundamentals. If oil 
returns to $35 to $65 a barrel, as some of you have said, then we 
could bring gas prices back to competitive levels. We look at the 
past profits of oil companies and what they are making on pre- 
viously discovered oil; oil that was very profitable for them at $55 
to $65 a barrel is obviously making them windfall profits at $130 
a barrel. 

And I think for any of the oil companies to come here, and, as 
your ads suggest and others in some of the testimony today, to play 
the victim is extraordinary. The American people are the victims. 

Billions of dollars are paid by Americans to oil companies every 
year to put gasoline in their cars, to heat their homes, to run their 
businesses. And skyrocketing oil prices hurt these consumers, but 
it is also hurting our Nation’s economy and, thus, its security. 

And despite your opposition, the administration should support 
the NOPEC bill, as the majority of Republicans and Democrats in 
the Congress have. 

When OPEC countries commercially set the limit of output of oil, 
this Government, on behalf of all Americans, ought to be able to 
go after them as it could any other cartel. The President vetoed the 
bill to close the Enron loophole. I will ask CFTC to come in here. 
I hope that the veto will be overridden. 

The $36 billion that your companies reported in the first 3 
months of this year were drawn directly from the exorbitant 
amounts of money Americans are paying at the pump. It is wrong. 
As we heard from Senators here today, it just doesn’t seem fair. 

I thank Senator Durbin. For some of you who were not able to 
remember how much you make, I am glad that Senator Durbin re- 
minded some of you. 

But I thank you for your testimony. You have been here on Cap- 
itol Hill a lot. It is probably not the thing you enjoy the most. I 
thank you for being here. 

We stand in recess. 

[Whereupon, at 1 p.m., the Committee was adjourned.] 

[Questions and answers and submissions for the record follow.] 
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QUESTIONS AND ANSWERS 


Senate Judiciary Committee Hearing: Whitehouse 

1 . Has your company, any subsidiary, or any entity acting under common 
ownership or control, financially contributed to any organizations that 
study global warming or climate change? If so, which are those 
organizations and how much in total has your company given to each 
one? 

This is an answer for questions 1-11. 

Shell was one of the first energy companies to acknowledge the threat of 
climate change; to call for action by governments, our industry and energy 
users; and to take action ourselves. We are playing a leading role in 
demonstrating ways to manage C02 responsibly. 

For Shell, the debate on climate change is over. It's time to work on the 
solutions for climate change and greenhouse gas emissions, not to debate 
whether climate change is a factor. Let's get on with the solutions. But the 
challenge cannot be met by one company or by the energy industry alone. To 
make C02 mitigation viable and to deploy it on the scale that will be needed, 
Governments will need to take significant action. 

Several US states are working on a greenhouse gas emission policy to 
regulate what industry can do and what consumers can do. It will be very 
challenging for a company like ours to operate differently in all 50 states to 
meet the regulatory requirements of each state. Instead, a national solution-a 
national approach to greenhouse gas management-is something we consider 
important to the future. 

2. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the American Legislative 
Exchange Council? If so, how much has it contributed? Does your 
company agree with the American Legislative Exchange Council's opinion 
that increasing levels of carbon dioxide are not causing glaciers to retreat? 

See answer to question 1 . 

3. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Cato Institute? If so, how 
much has it contributed? Either way, does your company agree with Cato 
Institute commentary that "science no longer provides justification for any 
rush to pass drastic global warming legislation,”? 

See answer to question 1 . 
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4. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Committee for a Constructive 
Tomorrow? If so, how much has it contributed? Does your company agree 
with the Committee for a Constructive Tomorrow that "recent glacial 
retreats, sea-leve! rise and migrations of temperature sensitive species 
are all within the bounds of known natural variability.’’? 

See answer to question 1 . 

5. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Annapolis Center for Science- 
Based Public Policy? If so, how much has it contributed? Does your 
company agree with an Annapolis Center for Science-Based Public Policy 
report that states "climate models may never be able to make 
greenhouse-warming predictions with certainty?” 

See answer to question 1 . 

6. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Acton Institute for the Study of 
Religion and Liberty? If so, how much has it contributed? Does your 
company agree with Acton Institute for the Study of Religion and Liberty 
commentary that it is a "myth that [global warming] is an emergency that 
demands a drastic cutback in CO-2 emissions” and that “making a case 
against CO-2 without making a case against nature is like making an 
omelet without breaking the proverbial egg. It is impossible.”? 

See answer to question 1 . 

7. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Center for the Study of 
Carbon Dioxide and Global Change? If so, how much has it contributed? 
Does your company agree with the Center for the Study of Carbon Dioxide 
and Global Change that “there is no compelling reason to believe that the 
rise in temperature was caused by the rise in CO-2.’’? 

See answer to question 1 . 

8. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Frontiers of Freedom 
Institute? If so, how much has it contributed? Does your company agree 
with the Frontiers of Freedom Institute that S.2191, America's Climate 
Security Act, is “a hyped-up rallying cry against a ‘problem’ that scientists 
can't even agree exists in the first place.’’? 

See answer to question 1 . 
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9. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the George C. Marshall Institute? 
If so, how much has it contributed? Does your company agree with the 
George C. Marshall Institute that there is a “shattered consensus” on the 
state of global warming? 

See answer to question 1 . 

10. Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Heartland Institute? If so, how 
much has it contributed? Does your company agree with the Heartland 
Institute that “there is no consensus about the causes, effects, or future 
rate of global warming,” and that “most climate scientists doubt the 
reliability of computer models and the accuracy of land-based temperature 
records," and that “reports by the IPCC are unreliable due to political 
editing and rewriting of the reports' conclusions," and that “some of the 
key evidence cited in past IPCC reports has been shown to be 
fraudulent.”? 

See answer to question 1 . 

1 1 . Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Institute for Energy 
Research? if so, how much has it contributed? Does your company agree 
with the Institute for Energy Research that global climate change is a 
“craze... fueled by alarmist rhetoric and trumped up scientific claims.’’? 

See answer to question 1 . 

12. At a time when gasoline prices were near record highs, your five 
companies earned record-breaking profits last year: $1 16 billion. 
ExxonMobil made $40.6 billion last year, which is more than the all federal 
highway spending and about as much as the entire credit card industry 
earned that year. Since 2002, your five companies have consistently 
broken profit records. If you continue to profit this year at the pace you did 
in the first quarter, you are once again poised to smash profit records, not 
just for your industry, but for all industries. Please explain why what, in raw 
numbers, may be the most profitable industry in history needs the multi- 
billion dollar Section 1 99 domestic manufacturing tax breaks enacted in 
2004. Why aren’t those profits adequate to provide access to capital 
without those tax incentives? 

The oil and gas industry is very capital intensive and with expectations for 
robust global demand, the International Energy Agency estimates that trillions 
in investment will be required by 2030 for the industry to develop the oil and 
gas that we need. For example, one deep water Gulf of Mexico platform 
costs over $1 billion. Globally, Shell has committed to spending well over 
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$20 billion worldwide this year to develop a broad portfolio of energies, more 
than any other investor owned international oil company (IOC) in the world. 
Continued and sustained capital expenditures are required each year to find 
and develop energy resources, despite the cyclical nature of business and 
risks involved. Given the industry's long-term capital allocation models in a 
global and free marketplace, it is important to have stable and consistent tax 
policy in order to meet all of the challenges ahead. Energy industry profits 
must be understood in the context of historical cycles, the global marketplace 
and supply/demand economics, the scale of the business (including the 
annual billions needed in risky environments) and overall rate of return on 
investment. The reality is that the industry’s rate of return on investment has 
been very much in line with other industries. Energy companies invest 
significant amounts in new technologies, new production, refining and product 
distribution infrastructure and environmental improvements, and make such 
investments considering long-term commitments... The §199 deduction 
applies to most industries, and was passed in the American Jobs Creation 
Act of 2004 to support US manufacturing and production and the jobs related 
thereto. The repeal of the §199 deduction for only large oil and gas 
companies will result in a multi-billion dollar tax increase on the domestic oil 
and gas industry, and will operate as an indirect windfall profits tax (WPT) on 
domestic oil and gas production. History has shown that windfall profits type 
taxes do not work, and result in less capital for investment in domestic energy 
reserves, production and infrastructure; higher prices at the pump; and fewer 
jobs in the industry. 

In addition, repeal of the Section 199 deduction will leave the industry with 
less capital to make the investments necessary to meet America's growing 
energy needs. This proposal would also damage Shell’s ability to compete 
internationally with foreign oil companies. It is vital to America's energy 
security that we remain competitive in a world where 90 percent of the proven 
oil reserves are in the hands of oil companies controlled by foreign 
governments. Finally this tax proposal could impact our development of 
renewable energies. Some members of Congress propose increasing taxes 
on the very oil and gas companies that produce the renewable energies the 
public wants more of. At Shell, profits from our fossil fuel business fund our 
renewable energy endeavors. 

13, The petroleum industry operates in an unusual fashion. Your five 

corporations are integrated oil giants that control all stages of production 
and distribution. From the exploration and mining to the refinement and 
transportation to the moment the customer swipes her Exxon or Shell 
charge card at the pump, you control everything. Are you aware of any 
other industries that operate in this fashion? How would you respond to 
the suggestion that it may be time to examine whether the vertically 
integrated ownership structure facilitates price gouging and harms 
consumers? Would you support a Congressionally-directed study to 
examine the effects of your ownership structure? 

It is true that the energy industry is one of the world’s largest and most 
complex industries requiring very large investments over long periods of time 
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to be able to continue to supply the world's energy needs. In Shell's case, 
however, we do not have control of prices at the vast majority of our branded 
stations. Ninety-five percent (95%) of Shell-branded sites in the U.S. are 
independently owned and operated by local business people who make their 
own operating decisions and who have the right to set gasoline prices as they 
believe appropriate. Moreover, the FTC has been quite rigorous in its review 
of industry mergers, acquisitions and transactions. The FTC has required a 
number of divestitures that were designed to prevent declines in the numbers 
of competitors or increases in concentration. From Shell's perspective, 
competition in the energy industry remains highly robust and efficient and 
does not require further government regulations. 

14. The attached graph illustrates that the growth in profits of your five 
companies over the past six years has outpaced even the sharp increase 
in the price of gasoline. Why is your profit margin rising at a rate that is so 
much higher than the price of your product? 

Oil and natural gas industry profits are in line with other industries. While 
global revenues are high, so are the global costs of providing consumers with 
the energy they need. Strong earnings among all of the major oil companies 
will enable investment in both upstream and downstream parts of their 
businesses. Shell is committed to helping provide a secure energy supply to 
meet future energy demand in the United States. This year, Shell will spend 
well over $20 billion — the largest capital expenditure program in the oil and 
gas industry. 

Prices are determined by supply and demand and are influenced by such 
factors as OPEC supply restrictions, free market competition, the fluctuating 
price of crude, supply availability, growing global demand, seasonal blend 
requirements, boutique fuels, the current transition to ethanol-blended 
gasoline and the changing regulatory landscape. 

We recognize customers are concerned and affected by the price of fuel. In 
every country where we operate, we strive to provide customers with a 
consistent supply of high quality fuel at competitive prices. Prices are 
determined by the local market place based on several factors, some of 
which include: free market competition, the fluctuating price of crude, supply 
availability, growing global demand, seasonal blend requirements, boutique 
fuels, the current transition to ethanol-blended gasoline, taxes and the 
changing regulatory landscape. According to the Department of Energy, 
crude oil represents 73% of the price, refining 10% of the price, distribution 
and marketing 6% and the remaining 11% is comprised of taxes. 

15. How much has your company invested in research and development of 
coal to liquids technology for use as transportation fuel in each of the past 
five years? How much has your company invested in research and 
development of hydrogen technology for use as transportation fuel in each 
of the past five years? How much has your company invested in research 
and development of non-fossil fuel renewable energy sources for use as 
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transportation fuel, excluding hydrogen technology, in each of the last five 
years? 

Shell's investments in the area of Coal to Liquids (CTL) are covered in part by 
our coal gasification research & development (R&D) program, and in part by 
the GTL R&D program (these two processes are the two primary constituents 
of the CTL process). Over the last few years Shell's overall R&D budget has 
increased year-on-year and in 2007 it amounted to $1 .2 billion. While we do 
not disclose year-on-year spend for individual R&D programs, since the start 
of our coal gasification and GTL programs in the early 1970s, we have spent 
a total of nearly $1 .2 billion on R&D in these two fields. 

Shell is a leader in the development of advanced biofuels and hydrogen 
technologies. Like most energy companies, we are engaged in the race to 
develop these technologies and fuels and make them commercially viable, in 
recent years, Shell has quadrupled its investments in cellulosic ethanol 
research and development. In the last six months, we have announced three 
new or expanded partnerships in cellulosic/advanced fuels research and 
development projects in the United States, including fuel from algae and a 
promising new technology that could convert sugars directly to gasoline, 
rather than ethanol. This technology could potentially eliminate the need for 
special infrastructure and the low blend rates now required for standard 
vehicles. 

16. How much has your company invested in research and development of 
wind, solar, and geothermal energy in each of the last five years? 

Compare the answer to each of the three above questions with the 
aggregate compensation of your top 10 executives and, separately, your 
budget for travel, entertainment, and other fringe benefits. 

The investment for R&D is not broken out by business, but our total 
investment in our renewables business and technologies is well over a billion 
dollars in the past five years. Shell is not actively involved in research and 
development of geothermal technology at this time. 

The earnings of the top five executives are listed in the Royal Dutch Shell 
annual report. A summary of the Directors’ Remuneration Report 
can be found through the following link: 

www.annualreview.shell.com/2007/summarydirectorsremunerationreport.php 
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Senate Judiciary Committee Hearing: Durbin 
Questions for all witnesses 

1. Please provide a table displaying, for each year since 2000: 

• the names of the top five most highly compensated individuals in your 

company for that year (with compensation defined to include salary, 
bonuses, benefits, stock options, in-kind gifts, deferred compensation, 
and other remuneration); and 

• the amount of compensation received by each of those individuals, 

broken down by amount and type of compensation. 

We provide below the compensation and remuneration data disclosed in 
annual report filings. For years 2001, 2002, 2003 and 2004, the Royal 
Dutch/Shell Group of Companies filed separate reports for Royal Dutch 
Petroleum Company and The Shell Transport and Trading Company pic. 
Therefore, for these years, data from the two reports is provided. Following 
the unification, a single report was filed by Royal Dutch Shell pic. 

2007 Royal Dutch Shell pic 



2007 Annual 
Report.doc 


2006 Royal Dutch Shell pic 



2006 Annual 
Report.doc 


2005 Royal Dutch Shell pic — NOTE unlike the pages for 2007 and 2006, 
this does not include stock options and pensions 



2005 Annual 
Report.doc 


2004 Royal Dutch Petroleum Company — 
options and pensions 


NOTE does not include stock 


2004 Annual 
Report-RDS.doc 


2004 Shell Transport & Trading 
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2004 Annual 
Report-~STT.doc 


2003 Royal Dutch Petroleum Company NOTE this includes info on 

options, long term incentives, deferred bonus, and pension information. 



2003 Annual 
Report--RDP.doc 


2003 Shell Transport and Trading — NOTE this includes options and long 
term incentives. Not deferred bonus or pension. 



2003 Annual 
Report-STT.doc 


2002 Royal Dutch Petroleum Company, includes 2001 data 


2002 Annual 
Report~RDP.doc 


2002 Shell Transport & Trading, includes 2001 data 



2002 Annual 
Report--STT.doc 


2. Please provide a table displaying the following information for your company 
for each year since 2000: 

• revenue 

• net income 

• return on equity 

• total capital investment 

• oil development investment 

• refinery investment 

• alternative energy research and development 

• cash holdings 

• marketing expenses 

The information provided here is also found in annual reports filed by the 
company. The following explanatory notes will be helpful. 
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Oil development investment Provided here are total Capital 
Expenditure for Exploration and Production and total Capital 
Expenditure for Oil Sands 

Refinery investment Refinery investment figures are not collected 
or reported Provided here is total Capital Expenditure by Oil 
Products 

Alternative energy research and development Data on this is not 
collected or reported 

Marketing expense This data is not collected or reported 


$$ Millions 










Rev 

$355 702 

5318 845 

$306 731 

$266 386 

$195 236 

$160 797 

51 453 

J m 

S31 331 

S 5 442 

S25 311 

518 540 

S12 3-2 

59 671 

510 3 1 

Ret m 

Equity 

26 4 

23 9 i 

26 7% 

% 

16 3% 

14 2% 

1 4% 

Tot 1C pttal 

1 vestn t 

S 7 072 

S 4 896 

S17 436 

SIS 7S 

S14 294 

523 359 

510 483 

ESP C ptal 

E pe dfture 

51 723 

51 773 

$10 584 

S3 59 

$0 059 

SI 3 064 

56 847 

GAP C p taJ 

E p drture 

S2 951 

S 009 

51 573 

SI 370 

51 053 

$471 

$311 

OIS d 

Capt l 

Exp drtu 

51 931 

5865 

$274 

$140 

570 



Ol P od to 
Csptaf 

Expe <1 lure 

S3 671 

53 363 

52 310 

$ 761 

S2 367 

S7 6S3 

$1 46 

RAD 

51 01 

5895 

$588 

$553 

$584 

$472 

$387 

C Bh 

H Id gs & 

$9 656 

59 00 

$1 1 730 

59 201 

117 

51 709 

$7 254 


Cash Equty 

M ketmg 
Expe 
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3. Several weeks ago, the Wall Street Journal’s Market Watch quoted an industry 
analyst as estimating that about $25 to $30 of the price per barrel of crude oil 
may be attributed solely to speculation. 

a) Does your internal research support that analysis? 

Shell does not make public comments as to the price of crude oil, and notes 
that there are differing views being expressed regarding what influence, if 
any, oil futures investments have on prices. What is clear, however, is that 
markets are signaling a need to produce more oil. 

b) What in your view is the price per barrel that can be justified purely by the 

supply and demand in the market? 

Shell does not make public comments as to the price of crude oil, and notes 
that there are differing views being expressed regarding what influence, if 
any, oil futures investments have on prices. What is clear, however, is that 
markets are signaling a need to produce more oil. 

c) What steps do you think should be taken to protect consumers from the 

effects of excessive speculation in the trading markets for oil? 

We urge Congress to open up access to more energy resources, Such 
measures could have positive effects in the oil trading markets and thereby 
benefit consumers. 

4. In your testimony, you claim that consolidation in the oil industry has been 
necessary to enable your company to compete globally. However, a 2004 GAO 
study found that consolidation and mergers in the oil refinery industry, "generally 
led to higher wholesale gasoline prices in the United States.” As a result of all the 
mergers, the largest five oil companies now control 55% of the refining market, 
and the largest 10 dominate 81%. 

a) In your view, how has market concentration in the refinery industry affected 
the price of gasoline? 

The refining industry is not highly concentrated. According to a 2006 
FTC investigation no U.S. refiner holds a substantial capacity share 
either nationally or regionally. Likewise, a 2004 FTC study found that, 
“[djespite increases in concentration at some production levels over 
[the last two decades], particularly since the mid-1990s, most sectors 
of the petroleum industry at the national, regional, or state level 
generally remain unconcentrated or moderately concentrated.’’. 

b) Do you see a link between market concentration and reduced refinery 
production? 
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Domestic refining capacity has expanded significantly in recent years, 
and the evidence indicates that U.S. refineries generally operate at or 
near capacity. Foreign refining capacity has also expanded, as have 
U.S. imports of gasoline and other refined petroleum products. These 
developments have significantly increased competition in petroleum 
wholesale distribution markets. 

c) How much would increased refinery production lower gasoline and diesel 
prices? 

Gasoline and diesel prices are ultimately determined by the marketplace as 
influenced by a variety of complex factors, including the costs of raw 
materials such as crude oil, and cannot be predicted based solely on refinery 
production. That said, Shell has invested over the years to increase our 
refining capacity. We also recently announced that our joint venture, 

Motiva, is spending around $7 billion to double the capacity of its refinery in 
Port Arthur, Texas. This project, when finished in 2010, will be one of the 
largest refineries in the United States and in the world. By adding 325,000 
barrels-per-day capacity, the expansion is equivalent to building a new 
refinery, 

5. In the last couple of weeks, we have seen the release of a handful of reports 
that claim that our use of ethanol has displaced a certain amount of gasoline 
from the nation's pool of transportation fuels, and that the displacement of more 
expensive gasoline with less expensive ethanol has resulted in lower consumer 
prices at the gas pump. These experts say that the savings have been between 
1 5-20%, which would translate into about $400-$600 of savings per family or 
about $50 billion to $75 billion saved nationwide. 

a) What is the effect on retail gasoline prices of cheaper ethanol being 

blended into gasoline? 

At present, it is economical to blend ethanol into gasoline. Thus, under 
current market conditions, the addition of ethanol to gasoline can lower 
the cost of producing finished gasoline for retail use. Ultimately, however, 
the price of gasoline, including blends with ethanol, is determined by 
supply, demand and local market conditions. 

b) If the renewable fuels mandate were waived this year and nine 
billion gallons of ethanol were removed from the market, additional 
petroleum would need to be "found" to replace this fuel. Some 
economists say that prices would increase by as much as 50 cents 
to 80 cents per gallon based on standard calculations. Based on 
your historical observations, would you expect to see that large of 
an increase? 

If a waiver were issued, ethanol use would not cease. Even if a waiver 
were issued, the 2009 mandate would presumably remain in place and 
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the use of ethanol in 2008 would count towards the 2009 obligation 
Given the sharp and immediate increases in the size of the renewable 
fuel mandate in 2008 and 2009 (relative to compliance obligations under 
the 2005 energy bill) a waiver of the 2008 mandate would not likely 
reduce the amount of ethanol actually used in 2008 A waiver would 
however make the legal obligations that Congress imposed more 
achievable particularly in these early years of the renewable fuel 
program These mandates present considerable challenges for the 
industry due to the dramatic increase in the volumes required and the 
lack of adequate lead time to build new ethanol transportation and 
blending infrastructure 

c) One of the challenges to making production and the mandate sync 
up is associated with the infrastructure needed to develop the 
biofuels industry What is your position regarding higher blend 
levels of ethanol and the deployment of pumps capable of 
dispensing E 852 

In the near term (i e 2008 2010) the primary infrastructure challenge is 
the transportation of ethanol from production facilities to blending 
terminals and the installation of equipment at these terminals to blend 
ethanol into gasoline These factors present significant challenges to 
compliance with the mandated renewable fuel volumes due to the 
dramatic increase in the volumes and the lack of adequate lead time to 
build the new infrastructure needed 

Longer term the inability to blend greater than 10 percent ethanol into 
main grade gasoline is a significant issue that needs to be resolved We 
believe that it would be preferable to increase the amount of ethanol used 
in mam grade fuels rather than expanding the use of E 85 Lower ethanol 
blends are more compatible with our existing vehicles and infrastructure 
and would not require the dedicated or specially adapted vehicles and 
distribution infrastructure that E85 would require E85 currently presents 
a number of consumer acceptability infrastructure and regulatory issues 
The fuel economy (miles/gallon) of a Flexible Fuel Vehicle (FFV) is 
substantially reduced when operated on E85 Analysis of the gasoline 
and E85 city/highway fuel economy ratings for FFVs produced in model 
years 2004 through 2007 and listed in the DOE/EPA Fuel Economy 
Guide indicates that the fuel economy penalty for E85 averages about 
26 /o With an E85 fuel economy penalty of 26 /o an FFV operator would 
have to refuel about 4 times with E85 for every 3 times that that it would 
f II up with gasoline As with automobile fuel system components there 
are potential compatibility issues with using fuel storage tanks and pumps 
that have not been designed to withstand the corrosive (and hygroscopic) 
properties associated with ethanol Increasing the amount of ethanol 
used in mam grade fuels above ten percent by volume requires EPAs 
approval and it is our understanding that EPA has begun evaluating this 
issue Congress should urge EPA to move forward expeditiously with the 
evaluation 
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Senate Judiciary Committee Hearing: Kohl 


For John Hofmeister 

1 . We all recognize that the anti-competitive actions of the OPEC cartel have 
an important role to play in higher gas prices. In your estimation what 
would a gallon of gas cost if there was no supply limits imposed by the 
OPEC cartel? 

The cost of a gallon of gasoline cannot be predicted based solely on 
production outputs by participants in OPEC. These prices are ultimately 
determined by the marketplace as influenced by a variety of factors. What is 
clear, however, is that increased access to energy resources in the United 
States would likely put downward pressure on crude oil commodity prices and 
thereby help to lower gasoline prices. 

2. The FTC has testified to the Antitrust Subcommittee that 85 % of the 
variability in the cost of gasoline is caused by changes in the price of 
crude oil. Do you agree? 

Gasoline prices are ultimately determined by the marketplace as influenced 
by a variety of complex factors, including the costs of raw materials such as 
crude oil. 

3. In your opinion, how much of the price of crude oil is due to the 
speculation by oil traders? 

While the number of speculative trading participants, including commercials 
users, such as Shell, and non-commercial users, such as pension funds, 
endowment funds and hedge funds, has increased, it is unclear what effect 
this activity has had on prices, if any. The CFTC recently slated that there 
was an absence of evidence that speculation had driven up oil prices. 

As you know, there are multiple factors affecting prices, not the least of which 
is growing world demand, accessibility restrictions to new resources and 
diminishing supplies at existing sources. It has been Shell’s policy to not 
engage in public comments regarding energy price forecasts. What is clear, 
however, is that the combined oil commodities trading community is telling us 
that we need to produce more oil. 

4. Many experts believe that one important reason for excessive speculation 
in oil is low margin requirements in oil commodity trading. Unlike with 
respect to many other commodities and the stock market, a trader can 
speculate in this market with very small amounts of money, as margin 
requirements are as low as 8 percent. Do you agree with these experts 
that margin requirements should be increased in oil trading markets in 
order to reduce speculation? 
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Shell believes that competition should be fair and open; it’s part of our “Code 
of Conduct,” which is the foundation of Shell's General Business Principals. 
Increasing the margin requirements would require additional cash reserves to 
meet margin calls. These additional cash reserves could eliminate some 
smaller companies from the market, possibly resulting in less liquidity in the 
marketplace. 

5. Much of the crude oil the U S. oil companies refine into gasoline and other 
petroleum products comes from their own oil fields. Your annual report 
shows that Shell produced 375,000 barrels of oil in the United States, 
more than 35% of your domestic refining capacity. Overall, the U.S. 
produces about 40% of the crude oil it consumes. The cost to produce this 
oil domestically should not be affected in any way by the rising worldwide 
price of crude oil, a price largely determined by the OPEC oil nations, 
indeed, we’ve heard estimates that it costs only about $ 12 to produce 
each barrel of oil from a U.S. oil field, a far cry from the more than $ 130 
per barrel price of crude oil on the world market. So why should the rising 
price of crude oil on the international markets lead to higher prices with 
respect to petroleum products refined from your own domestically 
produced oil? Are the oil companies just profiteering with respect to the oil 
that comes from the oil fields they own? 

Oil is a global commodity. By segmenting a global market into a free-priced 
market and a controlled-price market, current and future investment would 
flow to the free-priced market and domestic production would rapidly suffer. 
This phenomenon has occurred in countries like Korea, Cuba, and Albania 
where governments attempted to enact rigid price controls. 

6. In the last 1 5 years there has been a tremendous amount of consolidation 
in the oil industry - in its 2004 report, the GAO counted 2600 mergers and 
acquisitions in this industry since the 1990s alone Indeed, almost all the 
companies represented here today are a product of these mergers. During 
this time, the FTC has approved most of the oil industry mergers it has 
reviewed, including the gigantic ones like Exxon/Mobil, Chevron/Texaco, 
and Conoco/Phillips. While each one of these mergers may not have 
seemed problematic when reviewed, taken as a whole these mergers 
have greatly increased concentration in the industry. And the GAO 
concluded that these mergers have raised gasoline prices. The GAO is 
currently updating its 2004 study at the request of me and some of my 
colleagues. 

What is your view of the effects of these mergers on competition in your 
industry and the price of petroleum products? And please predict whether 
we are likely to see even more consolidation in the years ahead. 

Despite the apparent size of the major investor-owned energy companies, 
this remains a highly competitive industry. Consider the structure of our retail 
gasoline business, where the Shell brand has an 1 1.3 percent market share 
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nationwide Roughly 95 percent of Shell branded stations are owned by 
independent retailers and jobbers We are seeing healthy new retail 
competition emerging with brands such as WaWa Sheetz and Turkey Hill 

From the perspective of the transactions experience at Shell in markets of 
concern to both federal and state antitrust law enforcement agencies 
mandatory divestitures were designed to prevent declines in the number of 
competitors or increases in concentration And we have fully complied with 
such divestitures 
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Senate Judiciary Committee Hearing: Leahy 
Questions for Entire Panel : 

1 . Mr. Hofmeister testified last week that the price of crude oil should be in 
the range of $35 to $65 a barrel. If the price of crude oil on the world 
market returned to that competitive level, what could your company 
charge for a gallon of gas and remain profitable? 

The referenced testimony was not intended to forecast, determine, or 
otherwise define commercial values for crude oil commodity prices. Shell 
does not make public comments as to the price of crude oil. 

2. Each of your companies is vertically integrated from oil exploration and 
production through refining and retail gasoline sales. I understand that the 
price of crude oil is set on the world market, and that your companies, for 
the most part, sell the crude oil they produce on the market and then buy 
back the crude oil that they refine. I further understand that each of your 
companies refines more oil than it produces. 

The efficiencies that come from vertical integration, however, should 
include the ability to refine the oil that you produce in a manner that is less 
expensive than if purchased in the commodities market. 

(a) What is your company doing to make vertical integration work for 
consumers? 

In today's global marketplace, 100 percent vertical integration is not practical 
because a company's crude oil production is not necessarily technically or 
geographically well-matched with its refining capabilities. It is therefore more 
efficient and cost-effective for companies to process and refine crude oil that 
is produced by a variety of suppliers. 

(b) If your company refined only the oil that it actually produced, rather 
than buying and selling on the world market, what price could it charge 
for a gallon of gas today and remain profitable? 

This question does not reflect how the market structure works. If we could 
only refine what we produce, overall costs would be higher. Gasoline prices 
would still be set by supply and demand and global markets. 

3. How much has each of your companies spent, directly or indirectly, on 
studies and reports on climate change? Please specify the studies and 
reports produced with your companies direct or indirect support. 

"Shell was one of the first energy companies to acknowledge the threat of 
climate change; to call for action by governments, our industry and energy 
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users; and to take action ourselves. We are playing a leading role in 
demonstrating ways to manage C02 responsibly. 

For Shell, the debate on climate change is over. It's time to work on the 
solutions for climate change and greenhouse gas emissions, not to debate 
whether climate change is a factor. Let's get on with the solutions. But the 
challenge cannot be met by one company or by the energy industry alone. To 
make C02 mitigation viable and to deploy it on the scale that will be needed, 
Governments will need to take significant action. 

Several US states are working on a greenhouse gas emission policy to 
regulate what industry can do and what consumers can do. It will be very 
challenging for a company like ours to operate differently in all 50 states to 
meet the regulatory requirements of each state. Instead, a national solution-a 
national approach to greenhouse gas management-is something we consider 
important to the future." 
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Senate Judiciary Committee Hearing: Feinstein 
Questions for ail witnesses: 


th 

1. According to the May 15 Congressional testimony of the CFTC’s Chief 
Economist and the CFTC's Director of Market Surveillance, oil companies 
are driving up the price of oil. These experts stated: “Our studies 
consistently find that when new information comes to the market and 
prices respond, it is the commercial traders (such as oil companies, 
utilities, airlines) who react first by adjusting their futures positions. When 
these commercial traders adjust their futures positions, it is speculators 
who are most often on the other side of the trade. Price changes that 
prompt hedgers to alter their futures positions attract speculators who 
change their positions in response. Simply stated, there is no evidence 
that position changes by speculators precede price changes for crude oil 
futures contracts.” CFTC believes that oil companies are driving up prices 
in futures markets, not speculators. Yet, during the Judiciary Committee 
hearing on May 21, Mr. Stephen Smith of Exxon Mobil asserted that his 
firm “does not speculate." Does your firm buy or sell positions in crude oil 
futures markets? If your firm participates in futures markets, can you refute 
CFTC’s assertion that your firms are driving up oil prices? 

The recent run-up in crude oil prices is a result of both short-term and long- 
term circumstances, including rapid increase in global demand; geopolitical 
issues; global economic issues; shortage of capacity in energy services and 
materials; escalating costs for materials, labor and engineering services; 
access to oil and gas resources is becoming more difficult around the world; 
and oil and gas resources available for development are increasingly 
challenging to access (often in remote or even hostile locations), require 
more infrastructure, carry a greater technical risk, and are far more costly to 
develop than in the past. Shell utilizes the futures market to manage and 
mitigate price risk associated with its core business of locating, extracting, 
processing, refining and supplying various hydrocarbon products to its 
customers. 

2. Your firms vehemently oppose legislation - such as the 2007 energy bill 
tax amendment and Senator Reid’s recent legislation to tax windfall oil 
company profits - that would increase the tax burden on oil and gas 
companies, arguing that increased taxation will lead to higher gas prices 
for consumers. However, you argued before the Judiciary Committee that 
your companies are unable to lower the price of oil. You say that you 
simply take the price in this global marketplace, instead of offering oil for 
sale at a set price and set mark-up. These two positions seem 
inconsistent. Do the economics of your firms influence oil prices, and will 
oil prices go up if your taxes go up? Or do the economics of your firms 
stand independent of oil prices, and will oil prices be set by demand 
regardless of the enormous size of your profits? It can't possibly be both. 
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At any given time, oil prices are set by a complex combination of factors 
including supply and demand conditions, inventory levels, infrastructure 
availability, geopolitical risk and uncertainty. International, investor-owned oil 
companies have relatively little control over most of these factors. 

Over the long term, the international, investor-owned companies have a role 
in developing new sources of oil and gas supply, and increasing recovery 
rates from existing basins. All being equal, higher levels of supply should 
have a moderating effect on prices, again over the long -term, unless offset 
by reductions from other suppliers such as the OPEC countries. Projects 
which can add significant new oil and gas supplies are increasingly 
technically challenging and higher cost, as well as needing 5-10 years to 
develop, a period in which enormous sums of capital are committed years 
before any financial return is achieved. To undertake such huge investment 
commitments the industry needs some degree of confidence in the stability of 
its fiscal regime, as well as a fiscal structure, which does not unduly penalize 
the economic attractiveness of many new project investments. 

Shell opposes increased taxation mainly because the dollars removed from 
the industry in this way diminish its capacity for investment in new supply. 
Over the long-term, lower supply will support oil prices at a higher level than 
they would otherwise have been, which is probably not the intention of those 
proposing such measures. Additionally, since factors affecting the supply and 
demand of crude oil and gasoline take a long time to play out, it is unlikely 
that any such measure could have any impact on the current consumer price 
of gasoline or other refined oil products. 

This impact was explained recently in the Congressional Research Service 
Report to Congress entitled "Energy Tax Policy: History and Current Issues." 
May 22, 2008 

“In the long run, however, all taxes distort resource allocation, and even a 
corporate profit tax (either of the pure type or the surtax on the existing rates) 
would reduce the rate of return and reduce the flow of capital into the 
industry. In the long run, eliminating the deduction for the domestic oil and 
gas industry will raise average production costs, adversely affecting the 
economics of domestic oil and gas projects as compared to domestic non-oil 
and gas projects. Generally, rates of return to investments in oil and gas 
would decline, causing a decline in capital flows to this industry, and an 
increase in capital flowing to other industries, including foreign industries. 

This would tend to adversely affect domestic production and increase 
imports: Domestic oil and gas output would be lower, and imports would be 
higher than they otherwise would be without the tax increase. However, 
because of the structure of the world oil market, market oil prices are 
exogenous to U.S. producers (and gas prices tend to follow market oil 
prices), even these longer term effects are not likely to affect oil and gas 
prices. Also, the retail price of refined petroleum products, such as gasoline, 
to consumers is determined by a complex interplay of world supply and 
demand market variables rather than a domestic corporate tax increase.” 
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3. The expense and technical challenge of developing new oil resources in 
harsh environments such as the Arctic is a frequently heard rationale for 
large oil industry mergers. Are these projects working out as planned? 

Can we expect to see large new petroleum resources coming on line in 
the next few years as a result of mergers? 

Shell cannot comment on the reasons for business decisions made by other 
companies. Shell does agree that the expense and technical challenge of 
developing new oil resources is growing. Supplies of conventional oil and 
natural gas will not be able to match the pace of growth in energy demand 
that we are seeing around the globe. New oil and gas will likely be found in 
challenging environments, such as ultradeep water and the arctic, or in 
difficult unconventional formations, such as shale and oil sands. These 
additional supplies of oil and gas will be needed, as will all other forms of 
energy including conservation and energy efficiency, in order to meet 
demand. 

4. To what extent are your refineries able to defer planned maintenance if 
and when refined product markets are tight? Has your company ever 
deferred refinery maintenance to meet a tight marketplace? If so, how 
frequently has your firm deferred maintenance? At what refineries and on 
what dates? 

Domestic refining capacity has expanded significantly in recent years, and 
the evidence indicates that U.S. refineries generally operate at or near 
capacity. Foreign refining capacity has also expanded, as have U.S. imports 
of gasoline and other refined petroleum products. These developments have 
significantly increased competition in petroleum wholesale distribution 
markets. 

5. With constraints on the expansion of refinery capacity in California, how 
do you foresee meeting demand for gasoline and diesel in the future? 

See Answer to Q6. 

6. According to initial research by the Government Accountability Office 
conducted at my request, the San Francisco Bay area has a significant 
degree of refinery market concentration. San Francisco also consistently 
has some of the highest gasoline prices in the United States - higher than 
other regions of California that must use the same reformulated gasoline. 
Do you believe that the high degree of market concentration among 
refineries in the San Francisco Bay Area is causing higher gasoline prices 
in this area? 

California is a unique market in that gasoline prices in California are impacted 
by state taxes and special fuel blend requirements and gasoline taxes in 
California are the third highest in the country. Unlike most states, California 
charges a sales tax on gasoline that ranges from 7.25% to 8.75% of the sales 
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prices. So, for example, a purchase of $3.29 per gallon would include an 
additional 24 cents per gallon of sales tax paid by the consumer at the 
pump. California’s special clean-burning fuel blend regulations create added 
burdens and costs for manufacturing the product and for supplying the region 
with this unique gasoline. 

Shell's supply plans in California are centered on meeting the product needs 
of its approximately 1200 branded gasoline retail stores located throughout 
the state. To achieve our high level of reliability, the majority of supply comes 
from Shell owned refineries with the remainder being sourced from third-party 
refineries, spot market purchases and imports as needed. 

Shell’s refinery position in California is strong and we are continually looking 
at ways to optimize and improve our refining portfolio. Shell maintains our 
supply balance with its California refinery at Martinez. The Martinez refinery, 
in service since 1915, operates at high capacity levels converting 
approximately 165,000 barrels of crude oil per day into fuels, lubricants and 
asphalts with 85% of its production going toward automotive gasoline, jet fuel 
and diesel. Our Martinez production, in combination with our third party 
supply relationships, is adequate to meet the demand needs of our 
customers. Looking forward, we fully expect that supplies will remain 
sufficient to meet Shell’s customer demand requirements. 

We note that the oil and gas industry is cyclical and that refinery economics 
fluctuate widely from season to season. Many factors influence these 
economics, including but not limited to, crude oil prices as traded on the world 
market and set by global competitive conditions; regional spot prices; 
seasonal product requirements as established by boutique fuel regulations, 
environmental quality standards and seasonal blends; local retail prices as 
set by competitive marketplace dynamics; plant facility and equipment 
operations, maintenance, safety and governmental compliance upgrades; 
etc. We also note that despite the apparent size of the major investor-owned 
energy companies, this remains a highly competitive industry. Consider the 
structure of our retail gasoline business, where the Shell brand has an 11.3 
percent market share nationwide. Roughly 95 percent of Shell branded 
stations are owned by independent retailers and "jobbers.” We are seeing 
healthy new retail competition emerging with brands such as WaWa, Sheetz 
and Turkey Hill. 

7. How do pipeline and port constraints affect your ability to provide 
adequate supplies of fuel to consumers? 

Port constraints affect the ability to adequately supply fuel to consumers in a 
variety of ways, including: 

• Many U S. ports have draft restrictions, causing many ships to 
enter ports without being fully laden; 

• Many U.S. ports are thus congested with high berth occupancy 
becoming an issue; 
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• Ports in environmentally sensitive areas are often difficult to 
expand and many have outgrown the facility; 

• Double-hull Jones Act vessels are in limited supply and often spot- 
market vessels are difficult to secure; 

• Jones Act ship owners are struggling to recruit U.S. seafarers to 
man the ships, especially the brown-water tugs and barges; and 

• Much of the nation’s intercoastal waterways (such as the 
Mississippi River Gulf Outlet (MRGO)) are hampered by aging 
infrastructure (i.e., the 85 year-old lock system in the Inner Harbor 
Navigation Canal in New Orleans); eventual repair/replacement 
will require an extended shutdown period requiring alternate 
routes, which would most likely reduce efficiency and increase 
costs. 

Shell is aggressively working to mitigate many of these issues and has 
committed to a long-term time charter agreement with AHL Shipping, which in 
turn has lead to the construction of three new shallow-draft ships to be 
utilized in Shell’s Jones Act chartered fleet. The 49,000 DWT shallow-draft 
tankers are wider so they can be fully-laden and still enter ports with 
restricted water depths. When these tankers are all in service, Shell will have 
the youngest Jones Act charter fleet in the industry with an average vessel 
age of approximately four years. 

8. Given the importance of free market competition to the energy sector, 
what is your view of the current 54-cent a gallon tariff on ethanol imports 
into the United States? Do you believe Congress should reduce the tariff, 
at least to the $0.45 per gallon level that blenders receive for using 
ethanol in the United States? Would you endorse legislation to do this? 

In 2007, Shell companies paid $1.9mm in US import duties on ethanol, but 
recovered virtually all of the duties paid via the duty drawback program. For 
2008 — and the foreseeable future, our business contacts tel! us that Shell will 
only be importing ethanol from trade preference countries which result in 
low/zero duties paid. So for example, as of May 2008, Shell had paid zero 
US import duties on ethanol. 

Shell believes cellulosic ethanol holds particular promise. Shell also has 
partnerships to work on fuel from algae and sugars to gasoline. 

From: A National Dialogue on Energy Security; The Shell Final Report : 

Point 5 (of 12 point “Solutions") “Move biofuels beyond corn. We need to 
pursue alternatives such as cellulosic ethanol.... (Pg. 14) 

Finally, from “Shell’s Policy on Tax Incentives (2006)”: 

“Shell supports reasonable incentives in certain contexts, and will take into 
account the following factors in making this determination: 

— New markets or new technology. Incentives may be warranted where 
there are new markets or new technology (e g. SURE, IOGEN). However, 
such incentives must consider: Prices (in a high price environment, incentives 
should be phased out as a general rule); and Time (incentives should have a 
limited time, and should be reflective of normalization in the marketplace. 
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Query: Could a continuing import duty on ethanol be viewed as a way to 
foster growth in cellufosic ethanol programs by keeping ethanol prices at a 
certain level? 

9. It would appear that Russia is currently working to lay claim to the North 
Pole and its natural resources. How would you like to see the situation 
resolved? What role should the U.S. government play? 

The issue of territoriality must be determined collectively by governments with 
claims to the Artie. International oil companies like Shell are unable to 
participate in the exploration and development of any potential resources in 
disputed territories. Therefore, the USG, with claims in this area, should work 
with the Government of Russia and other claimants to resolve any disputes. 

10. Over half, and in some cases, roughly 75% of the proven reserves of a 
number of American oil companies are located abroad. Looking at, say, 
Venezuela as an example, it seems possible that we are beginning to see 
a new wave of energy resource nationalizations. How is your company 
working to protect shareholders from the adverse consequences of such 
actions? 

Shell is in more than 110 countries and territories around the world and has 
established working relationships with many of the governments in 
countries where we conduct business. We have developed a balanced 
global portfolio, which addresses risks (both disclosed and non-disclosed) in 
doing business in countries around the world. 

We continue to invest in areas/places that will achieve acceptable returns for 
our shareholders. We do not control the policy of governments and the 
actions they could/may take, but we will continue to invest in places where we 
can achieve long-term value for our shareholders. 
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2007 Annual Report 


Summary Directors' Remuneration Report 
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2004 Annual Report — Royal Dutch Shell 


Sununuy Rimuneeuion Report 51 k 


Sum maty 

Remuneration Report 

This is a summary of the Rill Remuneration Report which 
can be found in the Annual Report and Accounts 2004 
and on the Shell website fwwnv shell.com/annualreporc). 

Remuneration policy 

The Group's remuneration policy is intended to recognise and 
suppose the Group's Statement of General Business Principles 
and srraregic direction; as -well as the need to attrwr and retain 
talented individuals and to motivate and reward Executive 
Directors tor exceptional performance, and to align Executive 
Directors' interests with those of shareholder, 

More than hall" of an Executive Director's target total remuneration 
is performance- linked and cargeted to the long term. To ensure 
competitiveness, remuneration levels are set by cefererce to the 
practice of similar global companies. Performance mechanisms 
and reward structures are applied consistently to Executive 
Directors and senior managers. 

Dose pay 

Base puy is sec ar a competitive level, appropriate to the scope and 
complexity of the roles of Chief Executive and Executive Director, 
and levels are benchmarked against relevant comparator groups. 
Annual incentive 

Executive Di lectors ire eligible for an annual bonus. Performance 
during the year is measured against the Group Scorecard and 
annual tonus awards are made on this basis. There are four 
components to the 2005 Srorecard. total shareholder return, 
operational cash flow, operational excellence in each of the 
businesses and susrai ruble development. The cjuget level for bonus 
payments for Executive Directors in 3005 will be 100% of base pay 
long-term incentives 

In 204. the Remuneration and Succession Review Committee 
{REMCO) ieviewe.J the Group s long-term incentives for Executive 
Directors and senior management and the proposals for change 
are being presented to shareholder* for approval at t he 2005 
General Meeting. 

The key recommendations axe. to discontinue stock option grants 
in fivour of grants under the amended Long-Term Incentive Plan 
fLTJP), and to amend the Deferred Bonus Plan to introduce 
long-term performance conditions to the release of mosc of the 
matching shares These amendments would not lead to an increase 
in the overall value of compensation for Executive Directors. 
Pension policy 

Retirement benefit arrangements for all staff are based on local 
market conditions and the overall value of the remuneration 
package necessary to attract and retain high-calibre individual*. 
The latest date on which Executive Directors may retire is June 50, 
following their 60th birtheby. A change in retirement age to 65 
from 2Q0S is being proposed. 


Contracts policy 

Contracts for Executive Directors are based on country-specific 
labour laws and market practice. They contain similar terms 
and conditions as for senior employees in the country concerned. 
Standard Executive Directors' contract* do not contaiu any 
predetermined settlements for early termination. 

Sira reholdings 

Following discussions with shareholders in 2004, a new 
shareholding policy has been introduced. Executive Directors 
are expected to bui ld up shareholdings to the value of twice their 
tose pay over five years. Until this target is met, they are required 
to retain 50% of the shares received through the vesting of future 
LTlP awards and vested matching shares under the Deferred 
Bonus Plan and maintain that level unril retirement. 

Acfuai remuneration in 2004 
Bose poy 

Hilary scales were not increased during 2004. Jeroen ran der 
Veer's tose pay was increased from March 5. 2004 to reflect his 
appointment to the role of Chairman of the Committee of Managing 
Directors. It was increased on November 1, 2004 to reflect the 
increased responsibilities of Chief Executive of the Group. 

Annual in»ntiv» 

Executive Directors were eligible for a bonus related to the 2004 
financial year reflecting performance against the Group Scorecard. 
Having regard to the Groups performance against all targets. 
REMCO recommended and it was decided that the annual 
bon use* payable to Executive Director* in respect of the year 
2004 are 90% of base pay. 

Slock option* 

Stork options granted to Executive Direccori in 2004 were 100% 
performance-linked. Stock options granted iu Match 2002 were 
50% performance-linked and were due to vest in March 2005. 
Taking into account the financial performance conditions over 
these three yeurv the committee decided that none of ihe 2002 
performance vesting stock options should vest, 

Long-Term Incentive Plon 

REMCO recommended that Executive Director* be made 
a conditional award of performance shares under the LTlP with 
a face value of twice the individuals base pay. The actual number 
of shares received will be determined in 2007. 

Pensions 

For employees in the Netherlands their 2004 contributions to 
the plan offered by the Srichdng Shell Pensionfonds was 8% of 
the amounr of pensionable salary above the premium threshold. 
The company contribution rate was 20% during 2004. Company 
contributions were not required for the US Senior Staff Pension 
plan during 2C04. The employing company's contribution rate 
for the Shell Pension Plan was 5.1% in 2004. Executive Directors 
are not tequired to contribute to these plans. 

C on tract* 

jercen ran der Veer and Rob Routs have employment contracts 
with one of the Group Holding Companies that provide entitlement 
to the statutory notice period of one month for an employee and. 
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depending on the duration of the employment, a maximum 
of four months lor the employer. Their contracts expire on the 
expected date of retirement or by notice by either pony. Walter van 
de Vijver was employed by one of the Group Holding Companies 
on similar terms and conditions. Linda Cook's contract is with 
Shell Expatriate Employment US Inc. on an “at-will" basis. 

Walter van de Vijver resigned as a Managing Director of the 
Company on March }, 2004. His employment terminated with 
effect from September 1, 2004. Under the terms of the agreement 


addressing termination of his employment contract he will be 
eligible to receive a total of €3.8 million. 

Supervisory Board Members 

Under the Articles ef Association the remuneration of the members 
of the Supervisory Beard is the responsibility cf the General Meet ing 
and is determined within the limits set by shareholders. Supervisory 
Board members receive lew of €55,000 per annum and the 
Chairman's fee is an additional €15,000 per annum. Few for each 
membership of the committees of the Supervisory Board sue €7,000. 


Emoluments of Managing Directors of Royal Dutch in office during 2004 c 
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2004 Annual Report — Shell Transport & Trading 


Suramu? Dimvatt’ BimoooiBii Jt«p=*r ft 


Summary Directors’ 
Remuneration Report 

This is a sum maty of rhe full Remuneration Report which 
can be found in rhe Annual Report and Accounts 2004 
and on the Shcil website (www.sheU.com/ann 12 alrcpon:). 

Remuneration policy 

The Gtcup’s remuneration policy is intended id reccgniw and 
support the Group's Statement of General Business Principles 
and strategic direction-, as well as the need to attract and main 
talented individuals and to motivate and reward Executive 
Directors for exceptional performance, and to align Executive 
Directors' interests with those of shareholders. 

More than half of on Executive Director's target cccal remuneraiioa 
is performance-linked and targeted to the long term. Tb ensure 
competitiveness, remuneration levels are set by reference 10 the 
practice of similar global companies. Performance mechanisms 
and reward structures are applied consistently to Executive 
Directors and senior managers. 

Bose pay 

Base pay is set at a competitive level, appropriate to the scop* and 
compladry of the toles of Chief Executive and Executive Director, 
and lewis are benchmarked against relevant comparator groups 
Annual incentive 

Executive Directors ore eligible for an annual tonus. Pertcumance 
during t ft* vest is measured agij nst the Group Sroreird and annual 
bonus awards are made to reflect that performance. There are four 
components to the 2005 Scorecard: total shareholder return (TSR). 
operational cash flow, operational excellence in each of the businesses 
and sustainable development. The target level for tenus payments 
tbr Executive Directors in 2005 will be 100‘S- oftose pav. 

long-term incentives 

In 2004, the Remuneration and Succession Review Committee 
(REMCO ) reviewed the Group's long-term incentives for Executive 
Directors and senior management arri the proposals for change are 
being presented to shareholders for approval at the 2005 Annual 
General Meeting. 

The key recommendations are: to discontinue stock option grants 
in favour of grants under the amended Loog-Tfetm Incentive Plan 
(LTIP): and to amend the Deferred Bonus Plan to introduce 
long-term performance conditions to the release of mc«t of the 
matching shares. These amendments would not lead to an increase 
in the cverall value of compensation for Executive Directors. 
Pension policy 

Retirement benefit arrangements for all staff are tased on local 
market conditions and the overall value of the remuneration 
package necessary to attract and retain high-calibre individuals. 
The latest date on which Executive Directors may retire is June 30, 
following their 60th birthday 


Contracts policy 

Contracts for Executive Directors are based on country-specific 
labour laws aid market practice. They contain similar terms and 
conditions os for senior employees in the country concerned. 
Shareholdings 

Following discussions with shareholders in 2004, a new 
shareholding policy has been introduced. Executive Directors are 
expected to build up shareholdings to the value of twice their hase 
pay over five years. Until this target is met, they are required to 
retain 50% of the shares recaved through the vesting of" future 
LTIP awards and vested matching shares under the Deferred 
Bonus Plan and maintain that level until retirement. 

Actual remuneration in 2004 
Bose poy 

Salary scales were not increased during 2004. However, Malcolm 
Bonded's base pay was increased from March 3. 2004 on his 
appointment id the role of Vice Chairman of the Committee 
of Managing Directors 
Annual Incenllve 

Executive Directors were eligible for a bonus related to the 2004 
financial year reflecting performance against the Group Scorecard . 
Having regard to the Group ^ performance against all targets, 
REMCO recommended and it was decided that the annual bonuses 
payable to Executive Directors in respect of the year 2004 ore 
90% of base pay. 

Stock options 

Stock options granted to Executive Director; in 2004 were 100% 
peiformujce-linked. Stock options granted in March 2002 were 
50% performance- linked and were due to vest in March 2005. 
liking inro account the financial perfbmunce conditions over 
those three years, the committee decided that not* of the 2002 
performance vesting stock cations should vest. None of the 
Directors of Shell Transport realised any stock opt ions gains 
during 2004. 

long-Term Incan lire Plan 

REMCO recommended that Executive Directors be mode 
a conditional award of perfbrmince shares under the LTIP wich 
a Eure value of twice the individual's base pay. During 2004, 
Malcolm Brinded was awarded 353.583 perfbrmince shares, 
and Peter Vose-r 252,314. The market price at the due of award 
was £3-^9 and £4.52 respectively. The acrual number of shares 
received will be determined in 2007. 

Pensions 

In 2004, the employing company contribution ate to the Shell 
Contributory Pension Fund was 17 .7%. Employers' contributions 
to the Shell Overseas Contributory Pension Fund during 2004 
were 30%. Managing Direnors contributed 2%. up to £30,000 
per annum of relevant earnings and 6% of relevant earnings in 
excess cf £30,000 per annum to these plans during the year. 

The 2004 contribution aces for the Shell Swiss Expatriate Pension 
Fund were 10% for both company and employees During 2004, 
four Managing Directors accrued retirement benefits under 
defined benefit plans. In 2004. one Managing Director also 
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.12 'til* ‘9l»H‘ riMipon wtrJ fnidinj Cmijibj, p,ti. 


Emoluments of Managing Director! fit office Coring 2004 i 
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acctiied retirement benefits under defined contribution schemes 
and the e^regate ojtnpony contributions to these schemes 
was &B.155- 
Contract! 

The Maa^gioft Director of Shell T/anspon have employment 
com tarts with one of the Gioup Holding or Service Companies. 
The cccu was ptovide entitlement to notice of three months. 

So:h contents expire on the a peered date of retirement or by 
notice of either party. 

Malcolm Diinded's current contract dxs aot coacaia any 
pre-detetmined settlement agreements foreatly termination. 

Peter Voaefs cent tart irvludes a tentporary sevewive arrangement 
in the case of a company-initiated termiration for iea»tis other 
than gross misrondio . Sir Philip Warn severance payment 
fdh^ving his resignation as a Managing Director cf Shell Transport, 
and as an employee, consisted of i lump sum payment of 
£ ljOtf 7,971. Judith Boynton who left the Gicup, by mutual 
agreement . reoeived a severance pay men t of 1 1,000,000 <£S 18,^00). 

Performance graph 

The graph epposite compares, cn the basis required by Schedule 
7A to the Companies Act 198^. the TSR of Shell Transpcrt and 
that of the companies comprising the FTSE 100 share itvde: ever 
the five -Ytm period from 2000 to 20(H. 


Non-executive Directors 
Remuneration pdlcy 

Under die Are ides of Association the remuneration of ail 
Directors cf dv Company is determined by the Board within 
a limit set by shareholders. All Non- active Directors of Shell 
Transport are paid an annual fee of £50,000 with additional fees 
for serving as Chairman of Committees and Chairman of the 
Beard. Th? aggregate ameunt of Non -executive Directors' fees 
paid to or accrued for Non-executive Directors of Shell Transport 
and companies of the Group for service! in all capacities during 
2004 was £404,116. 
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2003 Royal Dutch Petroleum Company 


Emolument* of Monoglng Director* In office during 2003 
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2003 Shell Transport & Trading 


Kemwacr*i»« 


2005 actual remuneration 5 

SoM pay 

The salary scales for the Shell Transjxwr Managing DirKtnn were increased by 10% on avenge with effect from July 1, 2003 


Annual Incentive 

The target ievd of bonus for the year 2003 was 100% of bore pay, in line with morkri practice. Having regard to the Group”* 
performance. RUM CO recommended that no annual bonuses be payable ro Managing Director* in respect of die y»r 2003. 


Motlc option* 

Pot the grant of stock options in March 2003 REMCO took into atcvunc TSR and ROACE based on thrte-year averages of 2000, 2001 , 
»nd 2002. This resulted in a gram based on a performance rating of 094 (see Remuneration policy - Stock options on page Si5 for 
further information on this raring). 

Stock options granted in Match 20)1 were due to vmc in March 2004. The performance period foe the options was January 1, 2001 to 
December 31, 2003. The Royal Dutck/Shell Group ranked fifth on TSR against the industry peer group (three-year average over the 
period 2001 ie> 20033- REMCO recommended char the options granted under perfornrante conditions should rot rest (30% of the 
gram). Therefore only the remaining 30% of the opcionr granted in March 2001, which vest over time, vested in March 2004. 


Long-Term Incwrforo Phan 

REMCO recommended that each Group Managing Director be mode a conditional award of performance shares with a face value of two 
limr* che individual's bare pay. which took place on August 19, 2005. The actual number cf share* received will be determined in 2006 


Mid will hr based on the Group * performance and competitive position over the period 2003 to 2005- 

Imoiumems of Ixect/ffv* Dlrwctora In offka during 2003 
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2002 Royal Dutch Petroleum Company 
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2002 Shell Transport & Trading 
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John E. Lowe 

Executive Vice President 
Exploration & Production 


ConocoPhillips 


Petroleum 3020 

600 North Dairy Ashford (77079-1 175) 
P.O. Box 2197 
Houston, IX 77252-219 7 
phone 281.293.2281 


June 26, 2008 


The Honorable Patrick Leahy 
Chairman, Committee on the Judiciary 
U.S. Senate 

224 Dirksen Senate Office Building 
Washington, D.C. 205 1 0-6275 

Dear Senator Leahy: 

I am attaching our company’s responses to the written questions from members of 
the Senate Committee on the Judiciary you forwarded to us in your May 29, 2008 
letter, We appreciate you extending the response deadline to June 26, 2008 as it 
allowed us to spend the time required to address some of the more complex 
questions. 

Please direct any further questions on this response to Jeff Reamy, in our 
Washington, D.C. office. His telephone number is (202) 833-0922. 

We appreciate the opportunity to share our views on the energy security challenges 
that the U.S. is facing and what our beliefs on what this nation needs to do about it. 
We look forward to further dialogue with your committee on this important topic. 


Sincerely, 
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Questions of Chairman Patrick Leahy 
Following the Senate Judiciary Committee Hearing 
“Exploring the Skyrocketing Price of Oil” 

1. Mr. Hofmeister testified last week that the price of crude oil should be in the 
range of $35 to $65 a barrel. If the price of crude oil on the world market returned 
to that competitive level, what could your company charge for a gallon of gas and 
remain profitable? 

It is difficult to assess the level of future gasoline prices at which ConocoPhillips will be 
profitable because there are many factors that influence profitability. However, the price 
of gasoline is primarily a function of the price of crude oil as reflected in the chart below, 

U.S. Retail Gasoline Prices 


Retail Price of 
$3.eafgallon 



Source: Energy Information Acmkilstnrtloc: Assumed average refining. markeOng 4 distribution costs from 2CC0 - YTD 2008 & current taxes 


This chart, based on historical market pricing and the U.S. Department of Energy and 
other estimates of the components of retail gasoline prices, projects what the retail 
gasoline price should be at a $65, $90 and $125 per barrel crude oil price. This analysis is 
simplified for the purposes of explaining the impact of crude price changes. The 
estimates assume that refining, distribution and marketing costs remain at the average 
level for 2000 through mid-2008 and federal, state and local sales taxes remain at present 
levels for all three cases. The chart shows that at a $125 per barrel crude price, crude 
accounts for $2.98 of the projected pump price of $3.98 per gallon, with the remaining 
$1 .00 per gallon accounting for all other costs and taxes. At a $90 per barrel crude oil 
price, the crude cost would be $2.14 per gallon and the overall retail price would be $3.14 
per gallon. At a $65 per barrel crude oil price, the crude cost would be $1.55 per gallon 
and the overall retail price would be $2.55 per gallon. 
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In the actual market, some of the other cost components vary with the crude price. 
However, this produces a good approximation. 


2. Each of your companies is vertically integrated from oil exploration and 
production through refining and retail gasoline sales. I understand that the price of 
crude oil is set on the world market, and that your companies, for the most part, sell 
the crude oil they produce on the market and then buy back the crude oil that they 
refine. I further understand that each of your companies refines more oil than it 
produces. 

The efficiencies that come from vertical integration, however, should include the 
ability to refine the oil that you produce in a manner that is less expensive than if 
purchased in the commodities market. 

(a) What is your company doing to make vertical integration work for 
consumers? 

Although some vertical integration is achieved where it makes business sense, 
ConocoPhillips is not fully integrated from exploration and production to 
retail gasoline sales. Currently, we own and operate only 324 retail sites in the 
United States. With respect to integration of our oil production and refining 
operations, ConocoPhillips currently refines approximately 38 percent of the 
crude oil that it produces in the U.S., but this serves as less than 1 0 percent of 
our total crude purchases for our U.S. refineries. In many cases, our crude oil 
production is either too distant from our refineries to be economical or of a 
quality that cannot be run or that would not enable us to maximize production 
volumes and values based on our refinery configuration. 

We have, and continue to make, substantial investments in our production 
operations and in our refineries to make the efficiencies of vertical integration 
improve supply security and reduce our costs of gasoline and other products. 
We are, for example, trying to utilize our U.S. refining position to secure 
attractively-priced Canadian oil sands production and enhance the energy 
security of the United States. For example, in 2007 ConocoPhillips formed a 
joint venture with EnCana, a Canadian oil sands producer, to make two 50 / 

50 operating businesses. One of them includes two of their large oil sands 
projects. The other includes two of our U.S. refineries. This joint venture is 
presently working to expand the capabilities of the Wood River refinery in 
Illinois to handle additional volumes of crude oil from the Canadian oil sands. 
We applied for a permit for this expansion in May 2006 and are still awaiting 
approval. The permitting process needs to be reviewed and streamlined in 
order to promote security of supply for the U.S. and jobs for U.S. contractors 
and labor. 
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The global crude oil market is highly liquid and efficient, with the refining 
values of particular types of crude oil established through transactions 
negotiated by many buyers and sellers. The result is a market value 
established for a given type of crude oil at a given location. Thus, consumers 
should be indifferent about whether we refine our own crude oil or purchase 
similar crude oil in the open market. However, consumers would be worse off 
if we did not process the optimal crude for each refinery, which is what would 
occur if we processed only our equity crudes in our refineries. 

(b) If your company refined only the oil that it actually produced, rather 
than buying and selling on the world market, what price could it charge 
for a gallon of gas today and remain profitable? 

It is not feasible for ConocoPhillips to rely solely on its own oil production to 
produce refined products. In 2007, ConocoPhillips produced approximately 
360,000 barrels of oil per day in the United States, but processed 
approximately 1.9 million barrels per day in its U.S. refinery operations. In 
addition, refinery configurations, equipment, process complexity, metallurgy, 
etc. vary between refineries so certain crude oil types may process well in one 
refinery but not be suitable for processing in another. 

Moreover, if we and other refineries processed only the crude we produced, 
there would be a mismatch between the quality and location of the crude 
versus what is optimal for each refinery. As a consequence, our costs of 
production would increase and our ability to produce as much of the gasoline 
and diesel fuel that the market demands would decline, leading to supply 
short-falls and higher prices. 

ConocoPhillips purchases crude that best matches each refinery’s 
configuration while seeking to minimize transportation cost. Thus, we 
generally refine the crude oil that is the best fit for a specific refinery 
regardless of whether we or someone else produce it. 

The global crude oil market is highly liquid and efficient, with the refining 
values of particular types of crude oil established through transactions 
negotiated by many buyers and sellers. The result is a single market value 
established for a given type of crude oil at a given location. Thus, consumers 
should be indifferent about whether we refine our own crude oil or purchase 
similar crude oil in the open market. Consumers would be worse off if we do 
not process the optimal crude for each refinery, which is what would occur if 
we processed only our equity crudes in our refineries. 
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3. How much has each of your companies spent, directly or indirectly, on studies 
and reports on climate change? Please specify the studies and reports produced with 
your companies direct or indirect support. 

ConocoPhillips has funded directly, either on our own or in partnership with others, 
studies and reports that could be considered related to climate change. See the table on 
the next page for a listing of ConocoPhillips-funded studies and reports. These studies 
and reports cover a variety of topics including economics, policy and technology. To the 
best of our knowledge, none of the studies and reports that ConocoPhillips has funded 
directly relate to the science of global warming. We have not included the studies that we 
have conducted related to technology development or evaluations of ways to reduce 
emissions and improve energy efficiency in our operations. Nor have we included 
membership dues or unrestricted contributions to trade groups or educational institutions. 
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mm" in ii mmsnmmm 

Study / Report 

Year 

Authors i Study 
conducted by 

USD (COP 
Share) 

Funded only by COP 


H:;;: 


Energy Market Consequences of An 

Emerainq U S. Carpon Manaqemcnt Policy 

2008 

Baker Institute 

$200,000 

Market Conditions and the Pass-Through of 
Compliance Costs in a Carbon Emission 

Cap-and-T rade Program 

2008 

NERA 

$75,000 

Confidential internal Impact & Risk 
Assessment Study 

2006- 

OS 

CH2MHHI 

J349-433 

Funded by COP in Partnership with 
Others 



Various climate change policy studies 

2007- 

OS 

Duke University Climate 
Change Policy 

Partnership (CCPP) 

$500,000 

California Chamber Study - Cost 
effectiveness of AB32 

2006 

American Council for 
Capitol Formation 

$1,000 

California Chamber Study - Economic 
Analysis of CA Climate Action Team 
proposals 

2006 

Sacramento Regional 
Research institute 

$1,600 

Various industry trade association studies 
on climate policy and economics 

2007- 

08 

Various 

$134,200 

CoalFleet Program 

2006- 

OS 

Electric Power Research 
Institute (EPRI) 

$100,000 

IC02N - Integrated C02 Network (a 
proposed CCS system) 

2007- 

OS 

IC02N 

$100,000 

UK: A Carbon Capture and Storage 

Network for Yorkshire and Humber 

2007- 

OS 

Yorkshire Forward (UK 
local government 

Regional Development 
Authority) and 7 partner 
companies 

$14,000 

UK: Scottish Carbon Capture & Storage 
Study 

2008- 

09 

Scottish government.and 
Industry partners 

$30,000 

Best Practice Guidance on Modeling of 
Carbon Dioxide Releases from 

Transportation Pipelines 

2007- 

OS 

UK Energy Institute and 
partner companies 

$10,000 
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SENATOR KOHL’S FOLLOW-UP QUESTIONS FOR HEARING ON 
“EXPLORING THE SKYROCKETING PRICE OF OIL” 


For John E. Lowe 

1. We all recognize that the anti-competitive actions of the OPEC cartel have an 
important role to play in higher gas prices. In your estimation what would a gallon 
of gas cost if there was no supply limits imposed by the OPEC cartel? 

The primary reason that crude prices are relatively high today is because of the tight oil 
supply and demand balance and concerns about the sufficiency of future supplies. 

While OPEC can influence prices by increasing or decreasing production, the ability of 
OPEC members to quickly lower prices is limited. Most analysts agree that with the 
exception of Saudi Arabia, OPEC is producing at or near its limit today. In recent years, 
the sharp increases in economic and oil demand growth in developing countries and 
supply disruptions in countries like Nigeria and Iraq have resulted in OPEC nations 
having limited excess crude production capacity. Therefore, we expect that OPEC nations 
have limited ability in the near-term to lower prices by increasing supply. 


2. The FTC has testified to the Antitrust Subcommittee that 85 % of the variability 
in the cost of gasoline is caused by changes in the price of crude oil. Do you agree? 

We agree that changes in the price of crude oil are responsible for most of the variability 
in the cost of gasoline. We have not done any independent research on this subject but we 
are aware of a study from the Colorado School of Mines that concludes that 97 percent of 
the variation in the pre-tax price of gasoline between 1918 and 2006 was caused by 
changes in crude oil prices. 


3. In your opinion, how much of the price of crude oil is due to the speculation by oil 
traders? 

We believe that some investors are diversifying financial risks in their stock and bond 
portfolios by investing in crude oil and other commodity futures but we have no way of 
quantifying how much, if any, impact they are having on the price. 


1 Carol Dahl, Colorado School of Mines, “What Goes Down Must Come Up: A Review of the Factors 
Behind Increasing Gasoline Prices, 1999-2006,” April 2007 


6 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 


Frm 00109 


Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



104 


The underlying cause of most of the price increase, however, is that oil supply growth is 
challenged in the face of significant demand growth in developing countries. One of the 
primary reasons for this dynamic is that major energy companies such as ConocoPhillips 
have direct access to only 7 percent of the world’s oil and natural gas resources, down 
from 85 percent in the 1960s. If U.S. policymakers want to increase supply availability 
and decrease dependence on foreign sources of energy, they should improve access to 
resources in the United States and refrain from actions that would reduce the 
competitiveness of U.S. oil and gas companies. Using more domestic resources would 
also improve the nation’s economic security. The $1 1 trillion-dollar market value of these 
potential resources at current prices could be far better utilized here at home to gainfully 
employ thousands of Americans, rather than be transferred to other countries to pay for 
oil imports. 


4. Many experts believe that one important reason for excessive speculation in oil is 
low margin requirements in oil commodity trading. Unlike with respect to many 
other commodities and the stock market, a trader can speculate in this market with 
very small amounts of money, as margin requirements are as low as 8 percent. Do 
you agree with these experts that margin requirements should be increased in oil 
trading markets in order to reduce speculation? 

We understand the margin to which you are referring to be the initial margin requirement 
for traders opening a position in crude oil futures. It is important to understand that, as a 
trader accumulates a loss in his or her position, additional margin requirements are 
generally imposed on the trader. It is possible that increasing the margin for traders 
would only impact the smaller participants that are not well capitalized or drive more 
traders to the non-regulated OTC (over-the-counter) market. 

Margin requirements should be set based on the needs of the clearing mechanism, which 
is designed to protect individual market participants from potential defaulting 
counterparties. Effecting margin requirements for other purposes could have unintended 
consequences that harm the market. 


5. Much of the crude oil ConocoPhillips and the other U.S. oil companies refine into 
gasoline and other petroleum products comes from their own oil fields. Overall, the 
U.S. produces about 40% of the crude oil it consumes. The cost to produce this oil 
domestically should not be affected in any way by the rising worldwide price of 
crude oil. So why should the rising price of crude oil on the international markets 
lead to higher prices with respect to petroleum products refined from your own 
domestically produced oil? Are the oil companies just profiteering with respect to 
the oil that comes from the oil fields they own in the United States? 
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The question seems to incorrectly assume that producers of oil in the United States 
encounter significantly lower marginal production costs and should, therefore, be selling 
that production at prices less than the prevailing market price. Costs in the United States 
are among the highest in the world. According to J.S. Herold, finding and developing 
costs in the U.S, are more than double the average for the world. Basins available to the 
industry are very mature. New developments are smaller, more remote from existing 
infrastructure and more technologically complex. More often the oil and natural gas is of 
poorer quality and from deeper accumulations. It also takes a large amount of capital to 
maintain production in small fields with declining production. Deep water offshore oil is 
expensive to develop and requires new infrastructure and complex technologies and 
processes. With Arctic conditions, operating and development costs in Alaska are very 
high and the newer fields have heavier oil (less valuable) and are more distant from the 
pipeline. It would help if the government made new areas available where leasing has 
been off limits or restricted. 

Hie vast majority of ConocoPhillips’ refined products in the United States are produced 
from crude oil purchased on the worldwide open market rather than from crude oil that 
we produce in the United States. For example, in 2007, ConocoPhillips produced 
approximately 360,000 barrels per day of crude oil in the United States, but only 38 
percent of that volume was processed in ConocoPhillips’ U.S. refineries or nearly 
140,000 barrels per day. Given that we processed approximately 1,9 million barrels per 
day in our U.S. refineries, less than 10 percent of the barrels we processed constituted our 
equity crude. 

We generally do not refine crude oil that we produce unless that crude is the best fit for a 
specific refinery and transportation costs are economical. If we refined all the crude that 
we produced, there would be a mismatch between the quality and location of the crude 
versus what is optimal for each of our refineries, leading to supply short- falls, reductions 
in refining capacity as a consequence of the mismatched crude characteristics, higher 
transportation costs and therefore higher prices. 

In order to purchase the remaining crude oil for our U.S, refineries, we turn to the open 
market, where crude oil is bought and sold on a global basis, and market prices are 
established by many buyers and sellers based on their perceptions of current and future 
supply and demand fundamentals. Production costs also play an important role in price, 
because economics dictate that long-term oil prices will settle at the highest cost required 
to supply incremental barrels of oil needed to satisfy demand. Several financial analysts 
have calculated that marginal reserve replacement costs today are at $85-590 per barrel 
and continuing to rise. Thus, while temporary changes in supply and demand 
fundamentals may result in prices above or below the long-term “equilibrium” level, the 
long-term “equilibrium” price is significantly higher than it has been in the past. As with 
other commodities bought and sold on a worldwide basis, all buyers pay essentially the 
same market price, adjusted for differences in transportation costs and quality, regardless 
of where it is produced or consumed. Were that not the case, domestic buyers could not 
compete with foreign buyers and the U.S. would experience oil shortages, 
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It is also incorrect to assume that the cost of producing crude oil in the United States — or 
the cost of producing refined products — is not affected by worldwide oil prices. Higher 
worldwide oil prices have led to significant increases in exploration and production 
activities around the world, as producers seek to add supply in response to increased 
demand. Similarly, higher oil and refined products prices have led to significant increases 
in refinery expansions, both in the United States and around the world. This increased 
development activity' has led to significant inflation in costs for, among other things, 
steel, drilling rigs, compressors, pumps and contractor services. For example, steel costs 
have doubled since 2001. Higher energy prices have also led to increases in refining 
costs, as refineries are large consumers of natural gas and electricity. As a consequence, 
production and refining costs in the United States have risen significantly. 

Despite the higher crude prices in recent years, the oil and natural gas industry’s earnings 
as a percentage of sales and returns on investments are in line with other industries as 
shown in the two figures below. 


2007 Earnings by industry 

Net Income / Sales 


C ents p er Dollar of S ates 


Beverage & Tobacco 
Pharmaceuticals & Medicines 
Electrical Equipment, 
Computers Equipment 
Chemicals 
All Manufacturing Less Autos 
OH & Natural Gas 
Aerospace Products 
Machinery 
AH Manufacturing 
Apparel & Leather Products 
Iron, Steel & Feralloys 
Food 

Furniture & Related Product 
Plastic & Rubber Products 
Textile Mills 
Paper 

- 6.6 



-30 -20 -10 0 10 20 30 


Source: Bawd on company fUings vJ'Ji tho fa dural owamment as reported by U.S. Census Bureau and Oil Daily 
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Industry Return on Investment 

Net Income / Net Investment In Place 

Percent 



Source: U.S. Department of Energy, Energy Information Administration, Performance Profiles of Major Energy Producers, 
various Issues end 2006 S8.P figure compiled by PWC from Compustat data 


6. In the last 15 years there has been a tremendous amount of consolidation in the 
oil industry - in its 2004 report, the GAO counted 2600 mergers and acquisitions in 
this industry since the 1990s alone. Indeed, almost all the companies represented 
here today are a product of these mergers. During this time, the FTC has approved 
most of the oil industry mergers it has reviewed, including the gigantic ones like 
Exxon/Mobil, Chevron/Texaco, and Conoco/Phillips. While each one of these 
mergers may not have seemed problematic when reviewed, taken as a whole these 
mergers have greatly increased concentration in the industry. And the GAO 
concluded that these mergers have raised gasoline prices. The GAO is currently 
updating its 2004 study at the request of me and some of my colleagues. 

What is your view of the effects of these mergers on competition in your industry 
and the price of petroleum products? And please predict whether we are likely to 
see even more consolidation in the years ahead. 

We believe that it is implausible that mergers have enabled oil and gas firms to influence 
prices. Global competition is much greater today than it was before these mergers, even 
though there are fewer major integrated oil companies. In the 1980s, for example, there 
were 21 active global competitors dominated by publicly-traded majors. In the 2000s, 
there are more than three times the number of global competitors, and the majors 
constitute a minority (see figure on the next page). In addition, rising resource 
nationalism and the growing sophistication and reach of national oil companies outside of 
their borders will make it even more difficult for publicly-traded international oil 
companies to compete for opportunities around the world. 
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CSiobs! Competition « !$II=IQ«5 2000s 

Emergence of NOCs & independents as International Competitors 

80 
70 
60 
so 

40 
30 
20 
10 
0 

Companies with Significant internationai Activity 


Number of Players 


69 



1980s 2000s 


Soares: PFC energy a Moraai Company <Saia 


There is a common misperception that the oil majors control a substantial portion of the 
world’s oil and natural gas reserves. However, the figure below shows that major 
international oil companies are not so large compared to the national oil companies. In 
fact, the top six major companies together hold only 4.5 percent of the world’s oil and 
natural gas reserves. 


Top 25 Oil, NGL and Natural Gas 
Reserves 



Sbw»; £ne>sy InMgMM Group, Rar-Wr's 9» Wsiisl's Oii CwnpiHtsi* 2009 
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Concentration in domestic crude oil production and ownership of crude oil reserves 
remained at very low levels between 1990 and 2002 as measured by the Herfindahl- 
Hirschman Index (HHI), which equals the sum of the squared market shares of all market 
participants in the relevant product and geographic market. An HHI of 1,000 or less is 
considered to be unconcentrated. In 2002, domestic crude oil production had an HHI of 
297, up only slightly from 284 in 1990. 2 While we do not have data for all market 
participants to calculate an HHI for 2007, we can say that the top eight domestic crude oil 
and natural gas liquids producers had a 42 percent share of domestic production, which is 
lower than the percent shares for all of the industries shown on the industry concentration 
chart below. In fact, all of the 43 oil producers in the U.S. covered in the data base, 3 
account for only 54 percent of domestic oil production. There are a large number of small 
producers in the United States. 

The U.S. refining industry is also highly competitive and relatively unconcentrated. In 
2006, the Federal Trade Commission (FTC) concluded that “the refining industry remains 
relatively unconcentrated” and that “no refiner has a substantial share of crude oil 
distillation refining capacity, either nationally or regionally.” 4 In addition, as the chart 
below shows, concentration in the refining industry is much lower than for many other 
industries in the United States. 


Eight Firm Concentration (2002) 

Percent of Market Composed of the Eight Largest Firms 



Percent 

Soures Energy Intwrotion AdminI»1r»Uan tor HsAmrfu 2007, U.B. Oepartmontof Corr*r»rc# twin oOim 


2 Timothy J. Muris and Richard G. Parker, “A Dozen Facts You Should Know About Antitrust and the Oil 
Industry,” June 2007, pages 11 and 13 

3 Evaluate Energy 

4 Federal Trade Commission, “Investigation of Gasoline Price Manipulation and Post-Katrina Gasoline 
Price Increases,” Spring 2006, page 16 
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In addition, we disagree with the assertion that mergers have increased gasoline prices. 
The FTC criticized the GAO’s 2004 report for, “(1) methodological mistakes that make 
the Report’s quantitative analysis wholly unreliable, (2) critical factual assumptions that 
are both unstated and unjustified, and (3) conclusions that lack any quantitative 
foundation.” 5 The FTC was established in 1914 to be the vanguard on uncompetitive 
practices. In comparison, GAO’s expertise in this subject matter is limited. The GAO 
study did not take into account the numerous other factors besides mergers that caused 
gasoline prices to increase during the period studied (e.g., supply disruptions, seasonality, 
boutique fuels, higher cost of manufacturing clean fuels). 

On the contrary, we believe that the efficiency improvements resulting from the mergers 
have probably lowered consumer prices relative to what they would have been otherwise. 
In my written testimony, I addressed in detail how the merger of Conoco Inc. and Phillips 
Petroleum Company has benefited consumers by reducing costs, improving the efficiency 
of our business, and increasing supplies of petroleum products for American consumers. 
In fact, we estimated cumulative cost and efficiency savings of approximately $1.9 
billion in 2004 resulting from this merger. 

Mergers have been driven by eroding resource access and the need for companies to 
continue to undertake increasingly large and complex exploration and development 
projects in order to keep pace with rising world demand. For U.S. companies to compete 
in an environment of mega projects, increasingly non-conventional and complicated oil 
and natural gas reservoirs and increasing national oil company control of resources, they 
require scale, technical innovation and financial resources commensurate with the size, 
complexity and risk of those projects. These market conditions have been the primary 
motivation for past mergers; if those conditions persist, it is possible companies will need 
to become even larger and more diverse in order to compete with the national oil 
companies. 


5 Federal Trade Commission letter to GAO, “Energy Markets: Effects of Mergers and Market 
Concentration in the U.S. Petroleum Industry,” May 2004, Appendix IV, page 1 53 
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U.S. Senate Judiciary Committee 
Hearing on “Exploring the Skyrocketing Price of Oil” 

Written Questions from Senator Richard J. Durbin 

Questions for all witnesses 

1. Please provide a table displaying, for each year since 2000: 

• the names of the top five most highly compensated individuals in your 
company for that year (with compensation defined to include salary, 
bonuses, benefits, stock options, in-kind gifts, deferred compensation, and 
other remuneration); and 

• the amount of compensation received by each of those individuals, 
broken down by amount and type of compensation. 

We report the compensation of our CEO, CFO and three other most highly compensated 
officers in accordance with the rules and regulations promulgated by the Securities and 
Exchange Commission (“SEC”) each year in our publicly available filings with the SEC. 
In response to your request, we have included, as Exhibit A , information which reflects 
the compensation reported for these executives in the Summary Compensation Table of 
our proxy statements relating to our annual meeting of stockholders for all years since 
2000. In our publicly available filings, our Summary Compensation Tables include 
important information in the accompanying narrative and footnotes to the Summary 
Compensation Table and, therefore, we would direct your attention to this information in 
our proxy statements. To assist your review of this information, please note the following 
related to changes in our business and in the SEC rules applicable since 2000. 

• For years prior to 2003, the compensation amounts reproduced relate to 
compensation paid to executives of Phillips Petroleum Company, the predecessor 
company predating the merger of Conoco Inc. and Phillips Petroleum Company. 

• For years prior to 2004, beneath the compensation amounts reproduced, we report 
the number of options awarded to each executive, as the SEC rules did not, at that 
time, call for the dollar value of an executive’s option awards to be included in the 
summary compensation table for those periods. 

• For all years, compensation amounts voluntarily deferred or contributed by the 
Company to a deferred compensation plan by the specified executives are 
included in the Summary Compensation Table; however, in accordance with SEC 
rules, earnings on these deferred amounts are only included for years subsequent 
to 2005. 
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. • For years after 2005, the amounts considered by our Compensation Committee for 
annual or program-specific awards both in setting targets and making awards are 
not necessarily reflected in the amounts shown on the “Stock Awards” and 
“Option Awards” rows of the Summary Compensation Tables reproduced in 
Exhibit A , This difference occurs primarily because the numbers in the “Stock 
Awards” and “Option Awards” rows do not reflect solely the values of awards 
made for a particular year while the amounts considered by our Compensation 
Committee reflect solely the values of awards made for a particular year or 
program. These numbers in these rows include the Financial Accounting 
Standards Board Statement No. 123(R), “Share-Based Payment” (FAS 123(R)) 
expense recognized by us in the year for all outstanding stock and option awards, 
which, because of the current “hold-until-retirement” feature of our restricted 
stock/restricted stock unit programs, can be a substantial amount. Because we 
currently require our executives to hold restricted stock and restricted stock unit 
awards for an extended holding period (until retirement for program periods 
commencing prior to 2009 or, for program periods ending after 2010, the earlier 
of retirement and at least five years following completion of the program period), 
any appreciation in our stock price during a given year results in our recognizing 
the value of such appreciation with respect to certain previously-earned awards in 
our financial statements, and therefore, in the compensation amounts reported 
above. Therefore, for your convenience, we have also included, as Exhibit B . 
supplemental tables reproduced from our proxy statement in each of the last two 
years reconciling the targeted and awarded amounts considered by our 
Compensation Committee under each of our compensation programs for each of 
the executives with the amount that is required to be reported for these periods 
under the SEC rules for the Summary Compensation Tables, as reproduced in 
Exhibit A . 

With respect to benefits afforded these individuals, our senior executives participate in 
the same basic benefits package as our other U.S. salaried employees. This includes a 
basic benefits package consisting of retirement, medical, dental, vision, life insurance and 
accident insurance plans, as well as flexible spending arrangements for health care and 
dependent care expenses. Perquisites provided to these individuals, that are not broadly 
available to U.S. salaried employees, make up a portion of “All Other Compensation” in 
Exhibit A. 
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Summary Compensation Table Disclosure 




J.J.Mulva 


J.A. Carrig 


T.C. Morris 


B.Z. Parker 


J.B. Whitworth 

2000 (2001 Proxy) 

Chatman of the Boa-d & 
CEO 

SVP, CFO & Treasurer 

Special Assignment to CEO 


EVP 

EVP, General Counsel & 
Chief Admin Officer 

Salary 

S 

1,045,033 

$ 

294,082 

$ 

441,500 

$ 

497,253 

$ 

396,497 

Bonus 

s 

4,516,875 

$ 

677,273 

S 

677,209 

$ 

553,041 

S 

960,902 

Long-Term Incentive Payout 

$ 

3,102,763 

5 

283,965 

$ 

097,867 

5 

725,257 

$ 

961,582 

Restricted Stock Awards 

$ 

2,195.854 

S 

1,000,012 

$ 


$ 


$ 

000,009 

Ail Other Compensation 

$ 

100,603 

S 

16,415 

5 

16,619 

$ 

15,769 

_L 

16,019 

Total 

s 

10.862,133 

s 

2,271,767 

S 

2,333,196 

S 

1.791,320 

$ 

3.137,609 

Options granted 01 


335,600 


46,600 


48,400 


63,200 


53,000 



J.J.Mulva 


J.A. Carrig 


J.E. Lowe 


B.Z. Parker 


J.B. Whitworth 


Chairmen of the Bosrd 5 


SVP & CFO 


SVP 


EVP 

EVP, General Counsel & 

2001 (2002 Proxy) 


CEO 





Chief Admin Officer 

Salary 

3 

1,201,250 

s 

360,856 

$ 

360.B50 

$ 

522,450 

$ 

462,823 

Bonus 

$ 

3,630,000 

2 

553,172 

5 

501,328 

5 

450,073 

$ 

600,089 

Long-Term Incentive Payout 

$ 

3,839,655 

s 

039,463 

s 

493,553 

s 

951,787 

$ 

1,061,700 

Restricted Stock Awards 

$ 

12,655,000 

% 


s 


5 


$ 


All Other Compensation 

S 

151,155 

$ 

41,677 

s 

17,905 

$ 

17,145 

$ 

17,905 

Tata! 

s 

21,857,000 

$ 

1,301,188 

$ 

1,459,732 

$ 

1,041,456 

$ 

2,252,673 

Options granted 1 ' 1 


478,000 


2,800 


2,800 




6,200 

Special Award - Stock Options* 


3,000,000 


70,200 


70,200 


84,000 


85,400 



J.J.Mulva 


A.W. Dunham 


R.E. McKee III 


J.W. Nokes 


R.A. Harrington 



President and CEO 


Chair man 


EVP, Exploration and 

EVP, Refining, Marketing, 

SVP, Legal, and General 

2002 (2003 Proxy) 




Production 

Supply and Transportation 


Counsel 

Salary 

$ 

1,375,000 

$ 

1,358,338 

$ 

670,000 

$ 

666,000 

$ 

409,360 

Bonus 

s 

1,012,000 

$ 

26,640,502 

$ 

22,600,821 

S 

20,272,098 

$ 

715,000 

Long-Term Incentive Payout 

$ 

14,677.500 

$ 


$ 


$ 


i 


Restricted Stock Awards 

s 


$ 

2,667,543 

J 

386,358 

s 

386,358 

$ 


Other Annual Compensation 

$ 

71,060 

$ 

271,407 

s 

26,455 

$ 

20,172 

$ 

16,710 

All Other Compensation 

$ 

108,075 

s 

163,251 

s 

80,400 

$ 

78,020 

$ 

49,123 

Total 

$ 

18,144.261 

$ 

31,101,118 

s 

24,064.034 

$ 

21,424,546 

$ 

1,190,163 

Options granted 0 ’ 


425,800 


3,801,536 


285,298 


265,298 


128,016 



J.J.Mulva 


A.W. Dunham 


J.W. Nokes 


W.B. Berry 


J.A. Carrig 

2003 (2004 Proxy) 


President end CEO 


Chairman 

EVP, Refining, Marketing, 
Supply and Transportation 


EVP, Exploration Bnd 
Production 

EVP, Finance and CFO 

Salary 

5 

1,479,167 

$ 

1,479,160 

$ 

775,000 

5 

540,000 

$ 

575,833 

Bonus 

S 

3,500,000 

$ 

10,340,080 

S 

1,289,321 

s 

1,051,383 

$ 

982,153 

Long-Term Incentive Payout 

$ 

1,632,363 

$ 

1,032,383 

s 

523,648 

$ 

387,355 

$ 

299,021 

Other Annual Compensation . 

5 

161,504 

3 

203,620 

5 

13,126 

$ 

2,548 

$ 

987 

Ail Other Compensation 

$ 

120,749 

$ 

126,749 

$ 

05,090 

s 

230,440 

$ 

47,554 

Total 

$ 

6 899,703 

s 

13,782,580 


2,666,187 

$ 

2.211,726 

* 

1.906,140 

Options granted 01 


600,000 


606,000 


251,600 


151,800 


122,200 
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Summary Compensation Tabie Disclosure 




J.J.Mulva 

' 

A.W. Dunham 

... 

J.W. Nokes 


W.B. Berry 


J,A. Carrig 

2004 (2005 Proxy) 

Chairman, CEO & President 

Chairman 

(to September 30, 2004) 

EVP, Refining. Marketing, 
Supply and Transportation 


EVP, Exploration and 
Production 

EVP, Finance and CFO 

Salary 

£ 

1,500,000 

5 

1,521,782 

£ 

812,500 

S 

830.000 

£ 

606,000 

Bonus 

$ 

4,100,000 

S 

3,004,210 

5 

1,576,775 

s 

1,360,420 

£ 

1,123,983 

Long-Term Incentive Payout 

$ 


S 

7,026,746 

5 


£ 


£ 


Other Annual Compensation 

$ 

133,753 

$ 

553,929 

S 

13,980 

£ 

90,056 

£ 

3,232 

Ail Other Compensation 

$ 

120,641 

s 

100,735 

J_ 

69.670 

$ 

220,808 

$ 

51,952 

Total 

£ 

5.362.394 

£ 

12.267.402 

$ 

2,472,933 

S 

2,314,083 

£ 

1.785,167 

Options granted*' 1 


745,200 


745,200 


214,140 


193,800 


126,200 

Grant date value of options granted 

£ 

6,611,128 

s 

6,811,120 

s 

1,034,503 

£ 

1,709,504 

3 

1,163,468 



J.J.Mulva 


J.A. Carrig 


J.E. Lowe 


J.W. Nokes 


W.B. Berry 

2005 (2006 Proxy) 

Chairman, CEO S President 

EVP, Finance and CFO 

EVP, Strategy Raining and 
Corporate Affairs 

EVP, Refining, Marketing, 
Supply and Transportation 


EVP, Exploration and 
Production 

Salary 

£ 

1,500,000 

$ 

651,000 

5 

538,333 

S 

840,500 

£ 

709,107 

Bonus 

$ 

6,800,274 

S 

2,178,761 

£ 

1,925,174 

S 

1,500,980 

S 

1,138,397 

Long-Term Incentive Payout 

S 

22,533.686 

£ 

3,586,480 

£ 

3,079,343 

$ 

0,205,580 

£ 

3,952,472 

Other Annual Compensation 

$ 

112,355 

$ 

3,099 

£ 

1,121 

$ 

11,417 

5 

7,737 

All Other Compensation 

$ 

155,305 

$ 

07,433 

_L 

55,766 

$ 

07,684 

5 

73,483 

Total 

$ 

31,101,620 

s 

0,494,770 

£ 

5,599,737 

$ 

0,732,141 

$ 

5,879,256 

Options granted 


302,600 


104,600 


70,200 


144,600 


144,000 

Grant date value of options granted 

$ 

4,898,216 

$ 

1,304,362 

$ 

876,394 

$ 

1,003,162 

$ 

1.BO3.102 



J.J.Mulva 


J.A. Carrig 


J.L. Gallogly 


R.L. Umbacher 


W.B. Berry 

2006 (2007 Proxy) 

Chairman, CEO & President 

EVP, Finance and CFO 

EVP, Refining, Marketing 
and Transportalion 


EVP, Exploration and 
Production 


EVP, Exploration and 
Production 

Salary 

$ 

1,500,000 

£ 

695,000 

£ 

612,747 

£ 

613,668 

£ 

817,000 

Nan-Equity Incentive Plan Compensation 

$ 

3,383,775 

$ 

1,017,967 

£ 

682.037 

$ 


£ 

004,377 

Option Awards 

5 

0,340,259 

£ 

1,898,000 

£ 

532,879 

£ 

342,073 

5 

1,388,747 

Stock Awerds 

Change hi Pension Value and Nonqualified 

$ 

20,309,770 

s 

6,238,205 

S 

1,807,784 

£ 

2,580,936 

S 

379,029 

Deferred Compensation Earnings 

$ 

5,449,010 

£ 

1,931,140 

£ 

103,786 

£ 

094,505 

S 

2,289,243 

All Other Compensation 

$ 

373,302 

S 

101,195 

£ 

170,455 

£ 

131,079 

£ 

111,645 

Total 

$ 

43,444,024 

£ 

11.682,435 

$ 

4,169.688 

3 

4,562,061 

£ 

5,790,641 














J.J.Mulva 


J.A. Carrig 


J.L. Gallogly 


J.E. Lowe 


S.L. Cornelius 

2007 (2006 Proxy) 

Chairman, CEO 4 Presidenl 

EVP, Finance and CFO 

EVP, Refining, Marketing 
and Transportalion 


EVP, ExpJoralion and 
Production 

SVP, Strategy Planning and 
Corporate Affairs 

Salary 

$ 

1,500,000 

$ 

017,500 

$ 

050,860 

$ 

660,400 

£ 

515,000 

Non-Equity Incentive Plan Compensation 

$ 

3,442,500 

5 

1,186,291 

£ 

1,237,698 

£ 

088,638 

£ 

596,607 

Option Awards 

$ 

5,542,175 

$ 

1,832,457 

£ 

2,301,421 

$ 

670,000 

£ 

466,046 

Stock Awards 

£ 

37,949,152 

$ 

11,224,104 

£ 

3,261,590 

$ 

2,034,613 

£ 

1,584,780 

Change In Pension Value and Nonqualified 
Deferred Compensation Earnings 

S 

1,727,552 

5 

1,424,708 

£ 

1,040,381 

£ 

705,492 

£ 

1,088,370 


£ 

387,647 

S 

131,239 

_L 

135,002 

$ 

119,749 

JL 

04,684 

Total 

$ 

50,548,026 

s 

10,416,379 

£ 

8,040,750 

3 

5.670,892 

JS. 

4,335,495 


(1) On June l, 2005. our common stock split on a 2-for-1 basis by means of a 100% stock dividend payable to stockholders of record as of May 10, 2005, Ab a result, 
the mjmberof shares that may be acquired upon exercise of the stock options reported herein reflacts the stock spilt. 
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Exhibit B 


Supplement to Summary Compensation Table 


2006 



’ :::-r • jj»U,MuSva 1 

J A Carrto 


R.L. Limbacher 

1 WB Berry 





Actual 


Actual 


Taraet 

Actual 

Salary 

$ 1,600.000 J 

1,500,000 

S 695,000 S 

695,000 

S 612.7SC 5 

612.747 

$ 612,750 $ 

81 3668 

$ 8’ 7,000 i 

B’,7 0 

VC IP - Fob 2007 

2,025,000 

3,383,776 

674,160 

1,017.967 

694.367 

882,037 



792,490 

604.3 

Stock Options - 2006 

4,330,368 

4, 330.366 

1.264,635 

1,264.635 

1,137.600 

1.137.60C 



1.466.953 

1.486.9 

Stock Award 

PSP II - Feb 2007 

3,620.000 

17.367.967 

766,920 

4243.300 



4,228,106 

4,220,105 

1 .045.800 

3.508.8 

Total Compensation 
Awarded in 2008 

$ 11,376,366 

26,682,110 

* 3.400.705 

7,220,902 

$ 2,344,717 

2,632.384 

$ 4,840,855 

4,841.773 

$ 4,142,243 

6.617.1 

Items attributable to FAS 
123(R); 











-Markiuma/kai and 
reconciliations on prior 

n/a 

12,613,060 

N/A 

2,313,062 

N/A 


N/A 

202.027 

MA 

(1 017.5 

-Accruals on future stock 
awards 


6,484,114 

N/A 

1,698,270 

N/A 

1.867,784 

N/A 


N/A 

1 683.9 

-Amounts recognized In 
other periods cn PSP II or 
restricted stock awards 

!:n : : -f : : f ; 

N/A ' ;r 

<9,268,363) 

N/A 

(2.017.267) 

m 


N/A 

(1.849,796) 

N/A 

(3 795.5 

-Expense for prior yea' 
option awards 

• N/A 

2,009.891 

N/A 

466.721 

N/A 


N/A 

342,673 

N/A 

665.5 

-Amount lobe recognized 
in iulure years on stock 
option awards 

N/A 


N/A 

(34488) 

N/A 

(604 721) 

N/A 


N/A 

(783.7 

Olher items: 











Change in pension value 

N/A 

5,449,910 

N/A 

1,831,140 

N/A 

103.786 

N/A 

894505 

N/A 

2289,2 

All other compensation 

N/A 

v 373,302 

N/A 


N/A 

170.456 

N/A 

131.079 

N/A 

111.6 

Amount per 9 unwary 
Compensation Table 

N/A S 

43,444.024 

N/A S 

11.662,435 

N/A J 

4,169688 

N/A $ 

4562.861 

N/A $ 

6.790.6 


2007 



J.J. Mulva 

J.A. 

Carrto 


J.E. Lowe 




Actual 


Actual 

Taroe! 

Actual 

Target Actual J 

Taraet 

Actual 

Satery 

$ 1.500.CCO 

i 1.500.000 

$ 817,500 

S 817.500 

$ 858.666 $ 

858,666 

S 690,400 t 

660,400 

t 615,000 $ 

516,000 

VCIP- Feb 2008 

2.025.000 

• 3 442.600 

702,875 

1,186,291 

832.908 

1,237,698 

605,365 

888,638 

417.150 

596.607 

Stock Options -2007 

4.937.500 

4.938290 

1,442,125 

1.443,088 

1.695,275 

1.698.700 

875.150 

075,150 

638,400 

639,389 

PSP III -Feb 2008 

4.820.000 

18 161.828 

1.317.803 

5.180,496 

989.000 

3.607.656 

907,168 

3.566.226 

. 982,933 

_ 2,330,994 

Total Compensation 
Awarded In 2007 

Items attributable to 

13.082.600 

28.042,616 

4,370,403 

8.627,377 

4,375,647 

7,680.623 

3,148,083 

8.090,420 

2,183.483 

4.081,980 

FAS 123<R): 

-Mark to market, 
amortization and true- 
ups on prior awards 

•N/A 

■ 

25.498 172 

N/A 

5,344,202 

N/A 


N/A 

2,634,813 

N/A 

1,233,949 

-Accruals on future 
awards 

N'A 

9.314.976 

N/A 

1,662,377 

N/A 

1.734.122 

N/A 


N/A 

360,831 

-Amount to be 
recognized In olher 
periods on PSP III 

N/A 

(11,029.822) 

N/A 

(852,893) 

•' v -WA : 

(2.360.088) 

N/A 

(3,566,226) 

N/A 

(2,330.994) 

-Amortization of prior 
year option awards 

N/A 

603.885 

N/A 

189,389 

N/A 

604.721 

N/A 

370,353 

N/A 

243.966 

•Amount to be 
recognized In future 
years on stock option 

N/A 


N/A 


N/A 


N/A 

(683,509) 

N/A 

(417.326) 

Other Hems: 











Change In pension 

N/A 

1.727,552 

N/A 

1.424,708 

Vv'NBV* •' ■ 

1.046.381 

N/A 

705,492 

N/A 

1.086.376 

All olher compensaBon 

N/A 

387.647 

N/A 

131.239 

N/A 

135.002 

N/A 

119.749 

N/A 

64.684 

Amount par Summary 
Compensation Table 

N/A 

50,549,028 

N/A 

16.416.379 

N/A 

5 640 75? 

N/A 

5,678,892 

N/A 

4.335,495 


18 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00121 Fmt 6633 Sfmt6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



116 


2. Please provide a table displaying the following information for your company for 
each year since 2000: 

• revenue 

• net income 

• return on equity 

• total capital investment 

• oil development investment 

• refinery investment 

• alternative energy research and development 

• cash holdings 

• marketing expenses 


SMillions unless otherwise noted 

2007 

2006 

2005 

2004 

2003 

2002 

2001 

2000 

Revenue 

187,437 

183,650 

(i) 

179,442 

0) 

135,076 

0) 

104,246 

(1.2) 

56,748 

(1.2) 

24,892 

(1.2) 

22,155 

Net income 

11,891 

15,550 

13,529 

8,129 

4,735 

(295) 

1,661 

1,862 

Return on equity 

14% 

23% 

28% 

21% 

14% 

-1% 

15% 

31% 

Total capital investment 

12,898 

16,377 

11,895 

9,663 

6,232 

4,480 

3,044 

2,225 

Oil development investment (3) 

10,988 

10,248 

6,947 

5,297 

4,508 

3,276 

2,516 

1,677 

Refinery investment (4) 

1,440 

3,016 

1,747 

1,371 

1,179 

840 

428 

217 

Alternative energy research 
and development (5) 

65 

71 

74 

84 

68 

65 

26 

26 

Cash holdings 

1,456 

817 

2,214 

1,387 

490 

307 

142 

149 

Marketing expenses (6) 

84 

87 

84 

96 

30 

3 

7 

- 


(1) Does not include Burlington Resources Inc. , which was acquired in 2006 

(2) Pre-merger - Phillips Petroleum Company only 

(3) Includes both oil and natural gas investments 

(4) Includes refinery, marketing and transportation investments 

(5) Does not include non-R&D spending for alternative energy 

(6) The period from 2001 to 2003 includes advertising & promotional expenses for Corporate and Refining & Marketing business segments, which 
traditionally account for the majority of such expenses. Data for 2000 is currently unavailable. 


Additional information 


SMillions unless otherwise noted 

Net income/Revenues 

2007 

2006 

2005 

0) 

2004 

(I) 

2003 

0) 

2002 

(1,2) 

2001 

(1,2) 

2000 

0.2) 

(cents per $ of sale) 

6.3 

8.5 

7.5 

6.0 

4.5 

(0.5) 

6.7 

8.4 

Reserve Replacement (%) (3) 

159% 

305% 

230% 

206% 

106% 

750% 

135% 

1127% 

Reinvestment rate (%) 

108% 

105% 

88% 

119% 

132% 

. 

183% 

120% 

Taxes paid 

14,383 

15,165 

9,826 

5,884 

3,883 

2,054 

2,067 

1,527 


(1) Does not include Burlington Resources Inc., which was acquired in 2006 

(2) Pre-merger - Phillips Petroleum Company only 

(3) 2007 excludes the expropriation of the company's Venezuelan oil projects, 2006 includes the Burlington acquisition and 2002 included the 
impact of the merger of Conoco Inc, and Phillips Petroleum Company 


19 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00122 Fmt 6633 Sfmt6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



117 


It is important to understand that the absolute dollars of profit reflect the large size and 
scale of companies in this industry, which is required to make the enormous capital 
investment necessary to replenish depleting supplies. For example, a single large offshore 
platform in the Gulf of Mexico designed to operate in thousands of feet of water costs 
more than $1 billion to develop. Our earnings need to be large in absolute terms to 
support the scale of investment required. 

The exploration and production business has an additional challenge of needing to 
increase reserves sufficiently every year to offset the natural decline in production and to 
grow. The second table above indicates that ConocoPhillips has generally been more than 
replacing its production. 

In order to replace reserves and grow production, most of our earnings need to be 
reinvested in the business. ConocoPhillips earned nearly $12 billion in 2007, but spent 
close to $13 billion in capital expenditures and investments as shown in the first table 
above. We provided a second table with data that you did not request but that is relevant 
to our response. The second table shows our capital reinvestment rate as a percentage of 
net income. Between 2003 and 2007, our average reinvestment rate was 106 percent of 
our net income. 

In addition, ConocoPhillips’ rate of profitability - or its profit margin - is well below that 
of firms in other industries. ConocoPhillips’ profit margin (net income / revenues) in 
2007 of 6.3 cents per dollar of sales (shown on the second table) is approximately 14 
percent below the 7.3 cent average profit margin for the entire manufacturing sector in 
2007. As similarly outlined in my written testimony, the return on investment for the oil 
and natural gas industry, while currently comparable to average returns for the S&P 
industrials, lagged those returns for many years. Since 1977, the refining segment in 
particular has suffered from weaker returns on investment than S&P 500 industrial 
companies for nearly all years and actually had negative returns in several years, most 
recently in 2002. 
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We also included our taxes paid on the second table to demonstrate that our industry is 
already heavily taxed. The table shows that ConocoPhillips paid an estimated $14 billion 
in taxes during 2007, which was more than 20 percent higher than our net income. In a 
recent survey of 80 diverse American companies, ConocoPhillips’ effective tax rate 
between 2004 and 2006 of 43.6 percent was the highest, about 14 percent higher than the 
average. Income taxes paid by domestic energy producers have already increased by 519 
percent between 2002 and 2006, 6 Income taxes are only one of the ways we contribute to 
government revenues. We also pay royalties, production and excise taxes, and lease 
bonuses, the latter of which are paid whether a company discovers hydrocarbons or not. 
When you take all these other forms of government payment into account, our effective 
tax rates are much higher. For example, our incremental fiscal-take rate 7 in Alaska is 
about 90 percent at recent oil prices. 


3. Several weeks ago, the Wall Street Journal’s Market Watch quoted an industry 
analyst as estimating that about $25 to $30 of the price per barrel of crude oil may 
be attributed solely to speculation. 

a) Does your internal research support that analysis? 

We do not conduct internal research on this issue. However, we believe that 
some investors are diversifying financial risk in their stock and bond portfolios 
by investing in crude oil and other commodity futures but we have no way of 
quantifying how much impact, if any, they are having on the price. 

The underlying cause of most of the price increase, however, is that oil supply 
growth is challenged in the face of significant demand growth in developing 
countries. One of the primary reasons for this dynamic is that major energy 
companies such as ConocoPhillips have direct access to only 7 percent of the 
world’s oil and natural gas resources, down from 85 percent in the 1960s. If 
U.S. policymakers want to increase supply availability and decrease dependence 
on foreign sources of energy, they should improve access to resources in the 
United States. 

b) What in your view is the price per barrel that can be justified purely by 
the supply and demand in the market? 

The price for crude oil is determined by the extremely active global oil market, 
which includes many buyers and sellers and ample liquidity. It is not possible for 
anyone to know what prices “should be” in an unregulated market or “would be” 
under a specified set of conditions. 


6 U.S. Department of Energy, Energy Information Administration, “Performance Profiles of Major Energy 
Producers 2006,” Table B12 ($14.6 billion in 2002 to $90.4 billion in 2006) 

7 The amount of an incremental dollar in revenue that is paid to the government (state and federal) in the 
form of production taxes, royalties, federal and state income taxes and any other taxes; incremental rate in 
Alaska is 90% at $ 1 1 5/bbl oil price 
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c) What steps do you think should be taken to protect consumers from the 
effects of excessive speculation in the trading markets for oil? 

Regulatory bodies need to have both the resources and information to execute 
their responsibilities. We continue to believe anything done to increase 
transparency in the markets is positive as long as it maintains liquidity and is 
justified by a fair and transparent cost/benefit analysis. 


4. In your testimony, you claim that consolidation in the oil industry has been 
necessary to enable your company to compete globally. However, a 2004 GAO study 
found that consolidation and mergers in the oil refinery industry, “generally led to 
higher wholesale gasoline prices in the United States.” As a result of all the mergers, 
the largest five oil companies now control 55% of the refining market, and the 
largest 10 dominate 81%. 

a) In your view, how has market concentration in the refinery industry 
affected the price of gasoline? 

The price of gasoline is primarily a function of the price of crude oil. The cost of 
crude oil is the largest single component of retail gasoline prices, representing 
about 70 percent of the pump price in the first quarter of 2008. Historical analysis 
also shows that changes in crude oil prices explained about 97 percent of the 
variation in the pre-tax price of gasoline between 1918 and 2006. 8 
Given the relatively low market concentration of refining, we do not believe 
mergers have negatively affected the price of gasoline. Rather, we believe that the 
efficiency improvements resulting from the mergers have probably lowered 
consumer prices relative to what they would have been otherwise. 

The Federal Trade Commission (FTC) concluded that “the refining industry 
remains relatively unconcentrated” and that “no refiner has a substantial share of 
crude oil distillation refining capacity, either nationally or regionally.” 9 In 
addition, the refining industry- is not very concentrated relative to many other 
industries in the U.S. The chart on the next page shows that the market share of 
the eight largest firms for refining is much lower than for many other industries in 
the United States. 


1 Carol Dahl, Colorado School of Mines, “What Goes Down Must Come Up: A Review of the Factors 
Behind Increasing Gasoline Prices, 1999-2006,” April 2007 

9 Federal Trade Commission, “Investigation of Gasoline Price Manipulation and Post-Katrina Gasoline 
Price Increases,” Spring 2006, page 16 
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Eight Firm Concentration (2002) 

Percent of Market Composed of the Eight Largest Firms 



Percent 

Sourcs: Efierey Information Administration for Rafinstiw 2007, U.S. DepartmNit of Commerce for ah otters 


The FTC criticized the GAO referenced report for, “(1) methodological mistakes 
that make the Report’s quantitative analysis wholly unreliable, (2) critical factual 
assumptions that are both unstated and unjustified, and (3) conclusions that lack 
any quantitative foundation.” 10 The GAO study was flawed because it did not 
control for the numerous other factors besides mergers that caused gasoline prices 
to increase during the period studied (e.g., supply disruptions, seasonality, 
boutique fuels, higher cost of manufacturing clean fuels). 11 


10 Federal Trade Commission letter to GAO, “Energy Markets: Effects of Mergers and Market 
Concentration in the U.S. Petroleum Industry," May 2004, Appendix IV, page 1 53 

11 Federal Trade Commission letter to GAO, “Energy Markets: Effects of Mergers and Market 
Concentration in the U.S. Petroleum Industry,” May 2004, Appendix IV, page 153 
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b) Do you see a link between market concentration and reduced refinery 
production? 

No, In fact, refinery crude runs have increased since the mergers that occurred in 
the industry in the 1990s and early 2000s. In 1983, crude runs were about 11.7 
million barrels per day. In 2007, they exceeded 15 million barrels per day. That 
30 percent increase was driven by continuous incremental capacity expansions 
and improved efficiency. It also occurred despite the number of operable 
refineries in the United States falling from 3 1 9 in 1 980 to 1 49 in 2007. The 
refineries that closed were primarily small, inefficient refineries that could not 
survive after the elimination of special federal incentives in 1981 as well as by the 
large capital expenditures that were required to meet government-mandated 
product specifications (such as clean ftiels) and emissions reductions. The lack of 
economies of scale significantly disadvantaged the small refiner. The average size 
of the current U.S. refinery is about 125,000 barrels per day, and some of the new 
global refineries being built are being sized at about 400,000 barrels per day. 
When it is completed, there will be a refining complex in India with a capacity of 
1 .2 million barrels per day. 

c) How much would increased refinery production lower gasoline and diesel 
prices? 

We do not have any models capable of quantifying the impact on prices of 
increased refinery production. It is possible that increases in refinery production, 
as well as increases in imports, could lower gasoline and diesel prices somewhat. 
However, the main driver of higher gasoline prices today is higher crude prices, 
and increasing supplies of gasoline and diesel will not address that issue. 

ConocoPhillips is trying to expand our U.S. refineries. In 2008 alone, 
ConocoPhillips plans to invest $2.8 billion in our global refining, marketing and 
transportation operations. Of that amount, 74 percent will be invested in the 
United States and 69 percent will be invested in global refining. Unfortunately, 
we are running into substantial delays in permitting refinery expansions in the 
United States, including at our Wood River refinery in Illinois. 


5. In the last couple of weeks, we have seen the release of a handful of reports that 
claim that our use of ethanol has displaced a certain amount of gasoline from the 
nation's pool of transportation fuels, and that the displacement of more expensive 
gasoline with less expensive ethanol has resulted in lower consumer prices at the gas 
pump. These experts say that the savings have been between 15-20%, which would 
translate into about $400-5600 of savings per family or about $50 billion to $75 
billion saved nationwide. 
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a) What is the effect on retail gasoline prices of cheaper ethanol being 
blended into gasoline? 

At current crude price and ethanol levels, ethanol is extending the gasoline 
pool without imposing an economic penalty (excluding any food 
inflationary impacts), thereby reducing the overall fuel price. The specific 
effect is dependent on the relative prices of crude oil, and thus gasoline 
prices, delivery costs, and ethanol. However, according to Credit Suisse, 
from 2003 to 2007, ethanol sold for an average of 43 cents per gallon 
more than wholesale gasoline. 12 Absent government subsidies, gasoline 
blended with ethanol would be more costly in this situation. Also, while 
the prices per gallon are one measure of value, consider also that ethanol 
contains about two-thirds the energy of hydrocarbon gasoline and thus, 
additional volume is needed to travel equivalent distances when using 
ethanol blends. 

There are also other costs associated with corn-based ethanol use outside 
of fuel prices. Ethanol production requires a substantial government 
subsidy and additional delivery infrastructure, with potential inflationary 
impacts on food prices and other indirect environmental consequences 
(e.g., soil erosion, water usage). In addition, corn-based ethanol 
production does not offer much of an improvement in carbon footprint 
versus conventional gasoline. We believe that our country needs to 
develop second generation biofuels that have improved potential in these 
sensitive areas. While ConocoPhillips is supporting research on these new 
fuels, they are not commercially available today. We also believe that our 
nation should eliminate the current 54-cent-per-gallon tariff on imported 
ethanol. If the nation is concerned about reducing fuel costs and carbon 
emissions, policies and taxes that discourage lower-cost and less carbon- 
intensive imports, such as sugar-based ethanol from Brazil, are counter- 
productive. 

b) If the renewable fuels mandate were waived this year and nine 
billion gallons of ethanol were removed from the market, additional 
petroleum would need to be "found" to replace this fuel. Some 
economists say that prices would increase by as much as 50 cents to 80 
cents per gallon based on standard calculations. Based on your 
historical observations, would you expect to see that large of an 
increase? 

We do not have predictive models for such cases. In our experience, the 
results are too dependent on factors external to domestic supply and 
demand to allow for accurate predictions (global crude and clean product 
balance, global refinery utilization, imports, etc.). 


12 Credit Suisse, “Com => Energy Whether We Like It or Not,” May 14, 2008, page 16 
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If waiving the renewable fuel standard reduced the available gasoline 
pool, taking into account the lower energy content of ethanol, the effect 
would likely be an increase in price, However, some light end 
hydrocarbon products that were excluded to meet vapor pressure 
specifications when ethanol was blended (ethanol has a relatively high 
vapor pressure) could be restored to the gasoline pool in some areas of the 
country. This would diminish any price increase. 

Another complication in answering this question is that waiving the 
renewable fuel standard would likely not materially affect the amount of 
ethanol being blended today unless there were to be a ban on its use. With 
the high crude prices and ethanol subsidies, there is currently an economic 
incentive to produce and blend ethanol where infrastructure can be 
brought on-line to support ethanol use. 

c) One of the challenges to making production and the mandate sync 
up is associated with the infrastructure needed to develop the biofuels 
industry. What is your position regarding higher blend levels of 
ethanol and the deployment of pumps capable of dispensing E-85? 

We agree that infrastructure - including biomass gathering and 
transportation to conversion, biofuel distribution, blending, retailing and 
the vehicle fleet - will be the most important factor in the long-term 
market success for biofuels. ConocoPhillips is allowing E-85 fuel to be 
marketed under our branded canopy provided the marketer meets certain 
image, safety and fuel-quality guidelines. The feedback we have received 
from our branded gas stations who have installed E-85 dispensers is that 
there is insufficient demand to justify the expense of the conversion. The 
problem is that only about 3 percent of the U.S. passenger fleet possesses 
flexible fuel capability today and consumers who own these vehicles are 
often unaware of it. In addition, consumers are concerned about the 
roughly 25-percent reduction in gas mileage experienced when using E-85 
fuel versus conventional gasoline. 
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In order to meet the targets established in the Energy Independence and 
Security Act’s renewable fuels standard, blends higher than E-10 will be 
required. The L T .S, Department of Energy and the Environmental 
Protection Agency, along with industry support, are currently evaluating 
the ability of the existing infrastructure to utilize blends as high as E-20. 
The domestic automakers’ expansion of flex fuel vehicles that allow 
blends of greater than 10 percent can enable greater biofuel use. However, 
today's vehicle fleet has not been designed or validated to satisfactorily 
use ethanol blends above E-10. Such blends are currently illegal to use in 
conventional vehicles (97 percent of the fleet) and not approved by vehicle 
manufacturers (will void fuel-related warranties) or the federal 
government based on unknown consequences to existing vehicle 
operations and emission impacts. 

Another concern is the lack of pumps with UL-certified dispenser 
equipment and lack of updated E-85 fuel standards that include fuel 
detergency needed to avoid the formation of damaging deposits in vehicles 
fueled with E-85. Other specification aspects of E-85 fuel need to be 
addressed. 

A final concern is the lack of data on the emissions impact of vehicles 
transitioning from low-ethanol blend to high-ethanol blend fuels. 

Increases in emissions will complicate various states’ efforts to address 
ozone non-attainment designations. 

Ethanol already requires a separate bulk transportation system. E-85 fuel 
would require an additional infrastructure investment at the retail site 
level, 97 percent of which are not owned by major oil companies. This 
investment is expensive for the retailer and would be rendered 
unnecessary if a single higher blend target were established. 

For these reasons we believe that policy should be directed toward 
identifying a higher national blend allowance (such as E-15 or E-20) that 
can reasonably fit within the existing infrastructure limitations rather than 
expecting E-85 fuel to “sync up” to the market. 
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Average Price increases Year to Date (cents per gallon) — January 1 to May 8 



Gasoline Diesel . Crude Oil 
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The price of West Texas Intermediate crude oil compared to the same period last year, Oiw&i 

has increased by $1.02 per gallon for the period prices are averaging. $1.04 more per gallon and 
from January 1 through May 8th of this year gasoline 71 cents per gallon more. 
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Oil sands can also be developed in an environmentally sensitive manner, 

ConocoPhillips’s oil sands portfolio is primarily steam-assisted gravity drainage (SAGD), 
which is an in-situ extraction method occurring within the reservoir deep underground 
and requires only a limited surface footprint for the plant site and well pads. It does not 
have tailings, diversion of rivers, or withdrawals from or discharges to rivers or lakes. In 
our Surmont project, we are currently recycling 90 percent of the water used in the 
process, and we are reducing the water intensity and using non-potable water. We were 
also an early adopter of low-impact seismic practices that substantially reduce the amount 
of forest cleared and accelerate reforestation. Environmental mapping is done to place 
facilities away from any sensitive eco-sites, and we have ongoing research to improve 
construction and reclamation practices. 

ConocoPhillips is also spending significantly to improve heavy oil production 
technologies and practices and reduce the resulting environmental and carbon footprint. 
ConocoPhillips Canada is a member of the Integrated COi Network (ICO 2 N), an industry 
and government consortium researching development of pipeline infrastructure to 
transport carbon dioxide from oil sands development sites to locations where it can be 
used in enhanced oil recovery, or potentially sequestered. ConocoPhillips Canada is also 
a participant in the Alberta Saline Aquifer Project, an industry collaborative formed to 
develop a large-scale carbon capture and storage project. We have also invested in 
research and development projects that study alternate recovery technologies, which 
reduce both our energy requirements and carbon footprint. ConocoPhillips and its 
partners plan to fund about $500 million of heavy oil technology and studies over the 
next five years, including technology to reduce greenhouse gas emissions, water use and 
land disturbance. 

The Canadian oil sands are projected to become an increasingly important source of oil 
for the United States, particularly considering recent declines in heavy oil production in 
Mexico, Venezuela and California. U.S. refineries are configured to process heavier, high 
sulfur crude oils, and with the decline of these types of crude oils, the Canadian heavy 
crude oils are a very good fit to keep the U.S. crude supply secure and stable. The 
Canadian oil sands are projected to approach 20 percent of U.S. oil supplies by 2020. 

There is a global competition for resources today and the U.S. should be careful not to 
take actions to discourage the flow of oil produced from oil sands to this country. 
American consumers benefit from having this secure supply source and ConocoPhillips is 
committed to producing and refining it in an environmentally responsible manner. 
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Questions of Senator Sheldon Whitehouse 
Following the Senate Judiciary Committee Hearing 
on 

“Exploring the Skyrocketing Price of Oil” 

Questions for Entire Panel : 

1. Has your company, any subsidiary, or any entity acting under common 
ownership or control, financially contributed to any organizations that study global 
warming or climate change? If so, which are those organizations and how much in 
total has your company given to each one? 

Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the American Legislative Exchange 
Council? If so, how much has it contributed? Does your company agree with the 
American Legislative Exchange Council’s opinion that increasing levels of carbon 
dioxide are not causing glaciers to retreat? 

Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Cato Institute? If so, how much has it 
contributed? Either way, does your company agree with Cato Institute commentary 
that “science no longer provides justification for any rush to pass drastic global 
warming legislation.”? 

Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Committee for a Constructive 
Tomorrow? If so, how much has it contributed? Does your company agree with the 
Committee for a Constructive Tomorrow that “recent glacial retreats, sea-level rise 
and migrations of temperature sensitive species are all within the bounds of known 
natural variability.”? 

Has your company, any subsidiary, or any entity acting under common ownership 
or control ever contributed to the Annapolis Center for Science-Based Public 
Policy? If so, how much has it contributed? Does your company agree with an 
Annapolis Center for Science-Based Public Policy report that states “climate models 
may never be able to make greenhouse-warming predictions with certainty?” 

Has your company, any subsidiary, or any entity acting under common ownership 
or control ever contributed to the Acton Institute for the Study of Religion and 
Liberty? If so, how much has it contributed? Does your company agree with Acton 
Institute for the Study of Religion and Liberty commentary that it is a “myth that 
[global warming] is an emergency that demands a drastic cutback in CO-2 
emissions” and that “making a case against CO-2 without making a case against 
nature is like making an omelet without breaking the proverbial egg. It is 
impossible.”? 
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Has your company, any subsidiary, or any entity acting under common ownership 
or control ever contributed to the Center for the Study of Carbon Dioxide and 
Global Change? If so, how much has it contributed? Does your company agree with 
the Center for the Study of Carbon Dioxide and Global Change that “there is no 
compelling reason to believe that the rise in temperature was caused by the rise in 
C02.”? 

Has your company, any subsidiary, or any entity acting under common ownership 
or control ever contributed to the Frontiers of Freedom Institute? If so, how much 
has it contributed? Does your company agree with the Frontiers of Freedom 
Institute that S.2191, America’s Climate Security Act, is “a hyped-up rallying cry 
against a ‘problem’ that scientists can't even agree exists in the first place.”? 

Has your company, any subsidiary, or any entity' acting under common ownership 
or control ever contributed to the George C. Marshall Institute? If so, how much 
has it contributed? Does your company agree with the George C. Marshall Institute 
that there is a “shattered consensus” on the state of global warming? 

Has your company, any subsidiary, or any entity acting under common ownership 
or control ever contributed to the Heartland Institute? If so, how much has it 
contributed? Does your company agree with the Heartland Institute that “there is 
no consensus about the causes, effects, or future rate of global warming,” and that 
“most climate scientists doubt the reliability of computer models and the accuracy 
of land-based temperature records,” and that “reports by the IPCC are unreliable 
due to political editing and rewriting of the reports’ conclusions,” and that “some of 
the key evidence cited in past IPCC reports has been shown to be fraudulent.”? 

Has your company, any subsidiary, or any entity acting under common ownership 
or control ever contributed to the Institute for Energy Research? If so, how much 
has it contributed? Docs your company agree with the Institute for Energy Research 
that global climate change is a “craze. ..fueled by alarmist rhetoric and trumped up 
scientific claims.”? 

ConocoPhillips is not aware of any direct contribution to the climate-change related 
activities of any of the organizations that you listed. We have contributed $48,500 
between 2003 and 2008 to the American Legislative Exchange Council to support 
nonpartisan research and policy development for a variety of issues, as well as drafting 
and advocating model legislation. 
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ConocoPhillips has acknowledged the scientific consensus that human activity, including 
the burning of fossil fuels, is contributing to increased concentrations of greenhouse 
gases in the atmosphere that can lead to adverse changes in global climate. We have not 
taken a position on the accuracy of external perspectives on the science of climate change 
that you list. ConocoPhillips is committed to taking action to reduce greenhouse gas 
emissions. We support a mandatory national framework in the U.S. for reducing carbon 
dioxide emissions that is linked internationally, establishes a value for carbon, is 
transparent, fair, encourages technology deployment and energy efficiency and avoids 
undue harm to the economy. 


2. At a time when gasoline prices were near record highs, your five companies 
earned record-breaking profits last year: S116 billion. ExxonMobil made $40.6 
billion last year, which is more than the all federal highway spending and about as 
much as the entire credit card industry earned that year. Since 2002, your five 
companies have consistently broken profit records. If you continue to profit this 
year at the pace you did in the first quarter, you arc once again poised to smash 
profit records, not just for your industry, but for all industries. Please explain why 
what, in raw numbers, may be the most profitable industry in history needs the 
multi-billion dollar Section 199 domestic manufacturing tax breaks enacted in 2004. 
Why aren’t those profits adequate to provide access to capital without those tax 
incentives? 

We disagree with the characterization of the profitability of the oil and natural gas 
industry. The size of oil and gas industry earnings reflects the size and scale of our 
companies required to replenish and expand the world’s oil and natural gas supplies. This 
size is required to undertake large, capital-intensive projects which take years to develop, 
and to effectively compete with government-supported national oil companies. A single 
large offshore platform in the Gulf of Mexico designed to operate in thousands of feet of 
water costs more than $1 billion to develop. Our earnings need to be large in absolute 
terms to support the scale of investment required. We report profits before reinvestment. 
Then we invest to explore and replace the energy we produce so we can be long-term 
sustainable suppliers of energy to the world. Most of our earnings are reinvested in the 
business to replace reserves and grow production. In fact, ConocoPhillips earned nearly 
$12 billion in 2007, but spent close to $13 billion in capital expenditures and investments. 

Many times people confuse the absolute size of earnings with financial performance. 
Profit margins, or earnings per dollar of sales (measured as net income divided by 
revenues), provide one useful way to compare financial performance among industries of 
all sizes. The latest published data for 2007 (see figure on the next page) show the oil and 
natural gas industry earned 8.3 cents for every dollar of sales compared to 7.3 cents for 
all U.S. manufacturing and 8.9 cents for U.S. manufacturing, excluding the financially- 
challenged automotive industry. 
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2007 Earnings by Industry 

Net Income / Sales 


Cents per Dollar of Sales 
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Textile Mills 
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As outlined in my written testimony, the return on investment for the oil and natural gas 
industry, while currently comparable to average returns for the S&P industrials, lagged 
those returns for many years. Since 1977, the refining segment in particular has suffered 
from weaker returns on investment than S&P 500 industrial companies for nearly all 
years and actually had negative returns in several years, most recently in 2002. 

The House proposal to repeal the Section 199 domestic manufacturing deduction for the 
five largest oil companies would discriminatorily deny the benefit of a tax deduction that 
is available to every other industry and other large oil companies. In our case, this 
provision of the tax code encourages more domestic U.S. oil and natural gas production, 
which increases our energy security and helps preserve U.S. jobs. 

The cost for exploration and production of oil and natural gas in the U.S. is among the 
highest in the world due to the maturity of U.S. basins and the need to move into deep 
water in the Gulf of Mexico. The Section 199 tax deduction will help domestic oil and 
gas production compete with lower-cost international opportunities. Repealing the 
deduction will increase our dependence on foreign imports. 
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Major oil companies are already heavily taxed. In a recent survey of 80 diverse American 
companies, ConocoPhillips’ effective tax rate between 2004 and 2006 of 43,6 percent 
was the highest, about 14 percent higher than the average. We also pay royalties, 
production and excise taxes, and lease bonuses, the latter of which are paid whether a 
company discovers hydrocarbons or not. When you take all these other forms of 
government payment into account, our incremental fiscal-take rate 13 in Alaska is about 90 
percent at recent oil prices. 

The chart below, based on U.S. Department of Energy data, indicates that the oil and gas 
industry’s 2006 income tax expenses (as a share of net income before income taxes) 
averaged 40.7 percent, compared to 22. 1 percent for U.S. manufacturing companies. It 
also shows that income tax payments as a percentage of net income have been rising in 
recent years for the oil industry, while they have been relatively static for all 
manufacturing companies. 


Income Taxes as Share of Net 
Income Before Taxes 



Source: U.S. Depertroert of Enww, EIA. Performance Profiles of Major E/ieroy Producers, U.S. Census Buroeu. Quarterly FV-andat Reports 


D The amount of an incremental dollar in revenue that is paid to the government (state and federal) in the 
form of production taxes, royalties, federal and state income taxes and any other taxes; incremental rate in 
Alaska is 90% at $1 15/bbl oil price 
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3. The petroleum industry operates in an unusual fashion. Your live eorporations 
are integrated oil giants that control all stages of production and distribution. From 
the exploration and mining to the refinement and transportation to the moment the 
customer swipes her Exxon or Shell charge card at the pump, you control 
everything. Are you aware of any other industries that operate in this fashion? How 
would you respond to the suggestion that it may be time to examine whether the 
vertically integrated ownership structure facilitates price gouging and harms 
consumers? Would you support a Congressionally-directed study to examine the 
effects of your ownership structure? 

We question the need to again study the effects of our industry’s ownership structure. 
Since 1973, the FTC has conducted over 100 investigations examining every facet of the 
oil industry. Indeed, the petroleum industry receives closer scrutiny from antitrust 
authorities than other industries. An FTC review of merger investigations and 
enforcement actions from 1996 to 2005 concluded that the Commission brought more 
merger cases with lower levels of market concentration in the petroleum industry than 
any other industry . 14 During the period of oil industry mergers in the late 1990s, the 
FTC’s Bureau of Competition spent almost one-fourth of its enforcement budget on 
investigations in the energy industry. 15 

FTC investigations have continued to be a staple of our industry in recent years, 
including an investigation specifically addressing mergers and other structural changes in 
the industry 16 and several other exhaustive non-merger investigations. Among other 
things, the FTC’s 2004 investigation into industry structure found that, “[djespite 
increases in concentration at some production levels over [the last two decades], 
particularly since the mid-1990s, most sectors of the petroleum industry at the national, 
regional, or state level generally remain unconcentrated or moderately concentrated.” 17 
In 2006, the FTC again noted that “industry developments have lessened the incentive to 
vertically integrate throughout all or most levels of production, distribution and 
marketing. Several significant refiners have no crude oil production, and integrated 
petroleum companies today tend to depend less on their own crude oil production. In 
addition, a number of independent retailers purchase refined products on the open 
market.” 18 The FTC also specifically examined the merger of Conoco Inc. and Phillips 
Petroleum Company in 2002. 


14 Michael A. Salinger, “Petroleum Industry Consolidation: Prepared Statement of the Federal Trade 
Commission Before the Joint Economic Committee of the U.S. Congress,” May 23, 2007, page 3 

15 Ibid., page 8 

16 Bureau of Economics, Federal Trade Comm’n, The Petroleum Industry; Mergers, Structural Change, 
and Antitrust Enforcement (August 2004) 1 29-3 1 (hereinafter Oil Merger Report). 

17 Id, at 15. 

18 William E. Kovacic, Commissioner, Federal Trade Commission, “Prepared Statement of the Federal 
Trade Commission on Petroleum Industry Consolidation Before the Committee on the Judiciary, U.S. 
Senate,” February 1, 2006, pages 5-6 
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Despite the mergers that have taken place, ownership of refining capacity has shifted 
slightly away from the U.S. integrated majors to independents. In 2007, independents had 
a 56 percent market share in refining, up from 53 percent in 1995. There have been many 
new entrants into the retail business. Over the past decade, giant grocery stores chains 
and hypermarkets have increased their share from 1 percent to 1 3 percent. Independents 
have also grown their brand share from 32 percent to 38 percent over the last decade. 
Major oil companies have a much smaller participation in the ownership and operation of 
retail stores. According to the Association for Convenience and Petroleum Retailing, the 
major integrated oil companies own and operate fewer than 3 percent of all retail 
locations in the United States. 19 In fact, ConocoPhillips only owns 324 retail stores in the 
United States today. 

Thus, we disagree with your contention that ConocoPhillips or other companies in the 
industry control all stages of production and distribution. Rather, the industry is highly 
competitive and, as further outlined in my written testimony, one that is less concentrated 
than many other industries in the United States. 

Moreover, in all of its investigations of the industry, to our knowledge, the FTC has never 
found evidence of collusion or market manipulation. The FTC has also conducted several 
investigations of pricing anomalies but has not found that illegal conduct caused any of 
them. 2 ® 


4. The attached graph illustrates that the growth in profits of your five companies 
over the past six years has outpaced even the sharp increase in the price of gasoline. 
Why is your profit margin rising at a rate that is so much higher than the price of 
your product? 

For profit margin to rise at a consistent rate with the selling price of a product, the cost of 
producing the product must also rise at a consistent rate with the selling price. The graph 
accompanying Senator Whitehouse’s questions demonstrates that, in fact, energy 
companies’ production costs have increased at a lesser rate than sales revenues from 
crude oil production. Crude prices have risen at a faster rate than our costs. In this 
environment, the percentage increase of profit margin will outpace the percentage 
increase in product selling prices. 


An example to illustrate this concept: 


19 Testimony of Bill Douglass on Behalf of the National Association of Convenience Stores Before the 
House Judiciary Committee, Anti-Trust Task Force, Hearing to Examine the Consumer Effects of Rising 
Gas Prices, May 7, 2008, page 2 

20 Timothy Muris (former Chairman of the FTC) and Richard Parker (former Director of the FTC’s Bureau 
of Competition), “A Dozen Facts You Should Know About Antitrust and the Oil Industry,” June 2007, 
pages i-ii 


36 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00139 Fmt 61 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 


s 


I 



134 


In year one, a company sells 100 units at a selling price of $10 per unit. The production 
cost associated with producing the product is $8 per unit, for a year one gross profit of 
$20 (calculated as $100 in revenue (100 x $10) minus $80 in costs (100 x $8)). In year 
two, market forces outside the control of the company drive the selling price of the 
product to $15 per unit. However, this increase did not immediately impact the 
production cost of the product, which only increased to $9 per unit. Thus year two gross 
profit is $60 (calculated as $150 in revenue (1 00 x $15) minus $90 in costs (100 x $9)), 
When compared on a percentage basis, the product selling price increased 50 percent 
(from $10 to $15), while gross profit increased 200 percent (from $20 to $60). 

There tends to be a several-year lag between changes in oil prices and changes in industry 
costs. Costs eventually follow oil prices up because in a higher price environment, 
companies invest more and bid up the cost of drilling rigs and oil services. An upstream 
capital cost index published by Cambridge Energy Research Associates indicates that 
industry capital costs have approximately doubled since 2000, reflecting higher costs for 
materials, equipment and personnel. 

In addition, returns in the oil industry, like other capital-intensive industries, are highly 
cyclical. Margins are low for a period of years until demand growth tightens the supply 
and demand balance. Then new capacity additions are required to satisfy strong demand 
growth. The rising price is an important economic signal to suppliers to expand 
production to satisfy rising demand. 


5. a) How much has your company invested in research and development of coal to 
liquids technology for use as transportation fuel in each of the past five years? 

Over the last five years, ConocoPhillips invested $175 million in the research and 
development of coal-to-liquids technology and the company has expended over $750 
million over the last fifteen years. 


Coal-to-Liquids 

2003 

2004 

2005 

2006 

2007 

Total 

$ Millions 

29 

58 

39 

25 

24 

175 


b) How much has your company invested in research and development of 
hydrogen technology for use as transportation fuel in each of the past five years? 

Over the last five years, ConocoPhillips has invested $15 million on hydrogen 
technology research and development. These expenditures do not include funds 
related to the production of hydrogen at our refineries. 


Hydrogen 

2003 

2004 

2005 

2006 

2007 

Total 

$ Millions 

3 

4 

3 

3 

2 

15 
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c) How much has your company invested in research and development of non- 
fossil fuel renewable energy sources for use as transportation fuel, excluding 
hydrogen technology, in each of the last five years? 

Over the last five years, ConocoPhillips has invested $20 million in research and 
development of non-fossil fuel renewable energy sources. 


Non-Fossil Fuels 

2003 

EES 

2005 

2006 


SB 

$ Millions 

1 

HB 

1 

5 

HB 

m 


6. How much has your company invested in research and development of wind, 
solar, and geothermal energy in each of the last five years? 

Over the last five years, ConocoPhillips has invested $5 million in research and 
development of wind, solar and geothermal energy. Our company has approached these 
investments cautiously given our past experience of purchasing a position in a large solar 
energy company (Acurex Solar Corporation) in the 1980s just after fuel prices spiked and 
then having the business operating at a significant loss until we sold it several years later. 


Wind/solar/geothermal 




steT.'i 

2007 


$ Millions 

3 

0.5 

II 

mm 

0.5 

mm 


7. Compare the answer to each of the three above questions with the aggregate 
compensation of your top 10 executives and, separately, your budget for travel, 
entertainment, and other fringe benefits. 

We report the compensation of our CEO, CFO and three other most highly compensated 
officers in accordance with the rules and regulations promulgated by the Securities and 
Exchange Commission (“SEC”) each year in our publicly available filings with the SEC. 
In response to your request, we have included, as Exhibit A . information which reflects 
the compensation reported for these executives for each of the past five years in the 
Summary Compensation Table of our proxy statements relating to our annual meeting of 
stockholders. In our publicly available filings, our Summary Compensation Tables 
include important information in the accompanying narrative and footnotes to the 
Summary Compensation Table and, therefore, we would direct your attention to this 
information in our proxy statements. To assist your review of this information, please 
note the following related to changes in SEC rules applicable since 2003. 
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• For 2003, beneath the compensation amounts reproduced, we report the number 
of options awarded to each executive, as the SEC rules did not, at that time, call 
for the dollar value of an executive’s option awards to be included in the summary 
compensation table for those periods. 

• For all years, compensation amounts voluntarily deferred or contributed by the 
Company to a deferred compensation plan by the specified executives are 
included in the Summary Compensation Table; however, in accordance with SEC 
rules, earnings on these deferred amounts are only included for years subsequent 
to 2005. 

• For years after 2005, the amounts considered by our Compensation Committee for 
annual or program-specific awards both in setting targets and making awards are 
not necessarily reflected in the amounts shown on the “Stock Awards” and 
“Option Awards” rows of the Summary Compensation Tables reproduced in 
Exhibit A . This difference occurs primarily because the numbers in the “Stock 
Awards” and “Option Awards” rows do not reflect solely the values of awards 
made for a particular year while the amounts considered by our Compensation 
Committee reflect solely the values of awards made for a particular year or 
program. These numbers in these rows include the Financial Accounting 
Standards Board Statement No. 123(R), “Share-Based Payment” (FAS 123(R)) 
expense recognized by us in the year for all outstanding stock and option awards, 
which, because of the current “hold-unti 1-retirement” feature of our restricted 
stock/restricted stock unit programs, can be a substantial amount. Because we 
currently require our executives to hold restricted stock and restricted stock unit 
awards for an extended holding period (until retirement for program periods 
commencing prior to 2009 or, for program periods ending after 2010, the earlier 
of retirement and at least five years following completion of the program period), 
any appreciation in our stock price during a given year results in our recognizing 
the value of such appreciation with respect to certain previously-earned awards in 
its financial statements, and therefore, in the compensation amounts reported 
above. Therefore, for your convenience, we have also included, as Exhibit B . 
supplemental tables reproduced from our proxy statement in each of the last two 
years reconciling the targeted and awarded amounts considered by our 
Compensation Committee under each of our compensation programs for each of 
the executives with the amount that is required to be reported for these periods 
under the SEC rules for the Summary Compensation Tables, as reproduced in 
Exhibit A. 
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With respect to benefits afforded these individuals, our senior executives participate in 
the same basic benefits package as our other U.S. salaried employees. This includes a 
basic benefits package consisting of retirement, medical, dental, vision, life insurance and 
accident insurance plans, as well as flexible spending arrangements for health care and 
dependent care expenses. Perquisites provided to these individuals, that are not broadly 
available to U.S. salaried employees, make up a portion of “All Other Compensation” in 
Exhibit A. 

Our travel and entertainment expenses for 2007 were approximately $21 1 million. The 
majority of these expenses consist of the cost of airfare, hotels and meals while on 
business travel. ConocoPhillips does not compile “fringe benefits” or utilize that term in 
the ordinary course of its business. 

The proportion of capital devoted to alternative energy investments seems small only 
because of the vast scale of our existing oil and natural gas businesses. As we move 
beyond research and development on these projects, we anticipate that our capital 
investments will increase significantly. This spending is not directly comparable to 
compensation, travel and entertainment because the latter are business expenses for our 
entire company that are not related to how much we spend on any given activity. The 
travel and entertainment expenses cover all of our approximately 32,800 employees in 
our company. 
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Summary Compensation Table Disclosure 




J.J.Mulva 


A.W. Dunham 

' 

J.W. Nokes 


W.8. Berry 


J.A. Carrig 

1003(2004 Proxy) 


President and CEO 


Chairman 

EVP, Refining, Marketing, 
Supply and Transportation 


EVP, Exploration and 
Production 

EVP, Finance and CFO 

Salary 

$ 

1,479,167 

£ 

1,470,168 

3 

775,000 

£ 

540,000 

$ 

575,633 

Bonus 

% 

3,500,000 

* 

10,343,690 

$ 

1.289,321 

£ 

1,051,383 

$ 

982,153 

Long-Term Incentive Payout 

3 

1,632,383 

5 

1,632,363 

5 

523,648 

5 

387,355 

$ 

299,621 

Other Annual Compensation 

* 

101,504 

$ 

203,620 

£ 

13,128 

$ 

2,540 

$ 

987 

All Olher Compensation 

$ 

126.749 

i. 

126,749 

£ 

65,090 

$ 

230,440 

S 

47,554 

Total 

$ 

6,699,733 

£ 

13,782,590 

s 

2,006,187 

$ 

2.211,726 

£ 

1,906,148 

Options granted 51 * 


506,000 


606,000 


251,600 


161,800 


122,200 



J.J.Mulva 


A.W. Dunham 


J.W. Nokes 


W.B. Berry 


J.A. Carrig 

2004(2006 Proxy) 

Chairman, CEO & President 

Chairman 

(to September 30, 2004) 

EVP, Refining, Marketing, 
Supply and Transportation 


EVP, Exploration and 
Production 

EVP, Finance and CFO 

Salary 

s 

1,500,000 

3 

1,621,762 

$ 

012,500 

£ 

630,000 

£ 

606,000 

Bonus 

$ 

4,100,000 

S 

3,064,210 

$ 

1,576,775 

S 

1,306,420 

£ 

1,123,903 

Long-Term Incentive Payout 

$ 

- 

$ 

7,026,746 

5 


$ 


S 


Other Annual Compensation 

$ 

133,753 

$ 

653,929 

3 

13,930 

$ 

96,855 

£ 

3,232 

All Other Compensation 

s 

128,641 

$ 

100,735 

S 

69.670 

£ 

220,008 

JL 

51,952 

Total 

3 

5,852,394 

S 

12,267,402 

£ 

2,472,933 

S 

2,314,083 

S 

1,785,167 

Options granted* 1 * 


745.200 


745,200 


214,140 


193,600 


126,200 

Grant date value of options granted 

$ 

6,611,128 

$ 

6,611,126 

3 

1,634,503 

$ 

1,769,504 

$ 

1,153,466 



J.J.Mulva 


J.A. Carrig 


J.E. Lowe 


J.W. Nokes 


W.B. Berry 

2006 (2006 Proxy) 

Chairman, CEO & President 

EVP, Fhance and CFO 

EVP, Strategy Planning and 
Corporate Affairs 

EVP, Refining, Marketing, 
Supply and Transportation 


EVP, Exploration and 
Production 

Salary 

$ 

1,500,000 

1 

651,000 

$ 

538,333 

S 

646,500 

£ 

709,187 

Bonus 

$ 

6,800,274 

$ 

2,176,761 

$ 

1,925,174 

$ 

1,500,980 

£ 

1,136,397 

Long-Term Incentive Payout 

$ 

22,533,686 

S 

3,596,486 

$ 

3,079,343 

$ 

6,285,580 

£ 

3,952,472 

Other Annual Compensation 

$ 

112,355 

$ 

3,099 

S 

1,121 

$ 

11,417 

£ 

7.737 

All Other Compensation 

* 

155,305 

£ 

87,433 

3 

55,766 

5 

07.664 

_L 

73,403 

Total 

$ 

31,101,620 

5 

6,494,779 

$ 

5,599,737 

$ 

6,732,141 

£ 

5,879,256 

Options granted 


392,600 


104,800 


70,200 


144,000 


144,600 

Grant date value of options granted 

$ 

4,896,215 

6 

1.304,362 

$ 

675,394 

£ 

1,603.102 

S 

1.803,162 



J.J.Mulva 


J.A. Carrig 


J.L. Gallogly 


R.L. Limbacher 


W.B. Berry 

2006 (2007 Proxy) 

Chairman, CEO 6 President 

EVP. Finance and CFO 

EVP, Refining, Marketing 
and Transportation 


EVP, Exploration and 
Production 


EVP, Exploration and 
Production 

Salary 

$ 

1,500,000 

3 

685.000 

£ 

612,747 

$ 

613,668 

£ 

817,000 

Non-Equity Incantive Plan Compensation 

$ 

3,363,775 

£ 

1,017,667 

£ 

662,037 

£ 


£ 

604,377 

Option Awards 

$ 

6,340,259 

$ 

1,696,868 

$ 

532,879 

£ 

342,673 

£ 

1,380,747 

Stock Awards 

$ 

26,396,770 

s 

8,230,265 

s 

1,887,704 

£ 

2,560,936 

£ 

379,629 

Change in Pension Value and Nonqualified 
Deferred Compensation Earnings 

$ 

5,449,910 

$ 

1,931,140 

$ 

103.786 

S 

094,505 

l 

2,269,243 

All Other Compensation 

$ 

373.302 

s 

101,195 

$ 

170,455 

$ 

131.079 

$ 

111,645 

Total 

* 

43.444,024 

$ 

11,882,435 

s 

4.109,688 

3 

4,562,861 

S 

5,790,641 














J.J.Mulva 


J.A. Carrig 


J.L. Gallogly 


J.E. Lowe 


S.L. Cornelius 

2007 (2006 Proxy) 

Chairman, CEO & President 

EVP. Finance and CFO 

EVP, Refining, Marketing 
and Transportation 


EVP, Exploration and 
FVoductlon 

SVP, Strategy Planning and 
Corporate Affairs 

Satary 

$ 

1,500,000 

£ 

017.500 

$ 

856,660 

£ 

660,400 

£ 

515.000 

Non-Equity Incentive Plan Compensation 

$ 

3,442,600 

£ 

1,189,291 

* 

1,237,090 

£ 

086,638 

£ 

596,607 

Option Awards 

$ 

5,542,175 

s 

1,632,457 

£ 

2,301,421 

$ 

670,000 

S 

466,049 

Stock Awards 

$ 

37,949,152 

9 

11.224.1B4 

£ 

3,261,590 

$ 

2,034,613 

£ 

1,584,700 

Change in Pension Value and Nonqualified 
Deferred Compensation Earnfng9 

$ 

1,727,552 

$ 

1,424,708 

$ 

1,048,381 

£ 

705.492 

£ 

1,066,376 



387,647 

$ 

131,239 

£ 

135,002 

$ 

119,749 

$ 

04,684 

Total 

3 

50,549,026 

$ 

16,416,379 

5 

8,840,756 

£ 

5,678,692 

S 

4,335,495 


(1) On Juno 1, 2005, our common stock split on a 2-for-l basis by means of a 100% stock dividend payable to stockholders of record as of May 10, 2005. As a result, 
the number of shares that may be acquired upon exercise of the stock options reported herein reflecls the stock split. 
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Exhibit B 


Supplement to Summary Compensation Table 


2006 



J.J. Muiva 


J.A Carrier 


j.l Ga/togty 

R.L. Umbscher , 

1 WB Bewv 


Tanaet 

Actual 

Tamet 

Actual 


Actual 


Actual 

Terpel 

ACluB! 

Salary 

$ 1,500,000 $ 

1 ,600.C0C 

$ 695,000 S 

695,000 

$ 812.75C $ 

612.747 

$ 812,750 $ 

613,660 

$ 817.000 $ 

817.0 

VC IP- Feb 2007 

2,025,000 

3,383,775 

674,150 

1.017,907 

594,307 

882,037 



792.490 

804.3 

Stock Options -2006 

4,330,368 

4,330,366 

1,264,635 

1 264.635 

1.137.60C 

1.137.60C 



1 466,953 

1.406.9 

Stock Award 







4,228,105 

4,228105 



PSP il - Feb 200? 

3.520.000 

17,367967 

766,920 

4.240.300 





1.045.800 

3.508.8 

Total Can^wnBatton 












$ 11,375,368 

26,582,110 

S 3,400,705 

7.220,902 

5 2.344,717 

2 632.364 

$ 4,840,855 

4,841,773 

$ 4,142,243 

6617,1 

Hems attributable to FAS 
!23{R): 

-Mark to market and 
reconciliations on prior 

N/A 

12.813,060 

N/A 

2.311962 

N'A 


N/A 

202,827 

N'A 

(1017.8 

-Accruals on future stock 

m 

5,484,114 

N/A 

1,696,270 

N/A 

1.067.784 

N/A 


N/A 

1.683.9 

-Amounts recognized In 
other periods on PSP It or 
restricted stock awards 

m . 

(9.268,363) 

WA 

(2.017,267) 

N/A 


N/A 

(1,849,796) 

N'A 

(3.795,5 

-Expense for prior year 










option awards 

N/A 

2,003,891 

N/A 

460.721 

N/A 


N/A 

342,673 

N'A 

665.6 

■Amount to bo recognized 
In future yea's on stock 
option awards 

N/A 


N/A 

(34.4881 

N'A 

(604,721) 

N/A 


N/A 

(733.7 

Other Home 

Charge ii pension vakro 

N/A 

5.449.91C 

N/A 

1.931.140 

N/A 

103,786 

N/A 

894,505 

N/A 

2.209 2 

Ail other componsilkin 

N/A 

373.302 

N/A 

101.195 

N'A 

170.455 

N/A 

131,079 

N'A 

1116 

Amount per Summary 
Compensation Table 

N/A $ 

43,444.024 

N/A J 

11,682,435 

N'A $ 

4,169.688 

N/A $ 

4,562,861 

N'A i 

5.790.6 


2007 



j.J.Mul 

ra 

JA 

Cam'fl 









Actual 


Actual 

Taroet 

Actual 



Salary 

3 1.509,000 S 

1.500.000 

« 817,800 

* 817,600 

$ 858,668 * 

858,666 

S 680,400 

$ 860,400 

•i$ 615,000 * 

516,000 

VCIP- Feb 2008 

2,025,000 

3,442.600 

792,975 

1,166,291 

832,908 

1,237,698 

605,385 

886,638 

417,150 

596,607 

Stock Options -200? 

4.937.500 

4,938.293 

1,442,125 

1,443,088 

1,695,275 

1.6B6.700 

975,150 

978,156 

630.400 

639,388 

PSP III -Feb 2008 

4.620.CCG 

18,161.828 

1.317.803 

5,180.498 

989,000 

3,867.656 

907,168 

3.568.226 

692.933 

2.330 994 

Total Compensation 
Awarded In 2007 

13.082.5CC 

28.042,616 

4.370,403 

8,627,377 

4,375,847 

7,680,820 

3,148.083 

6,080,420 

2,193.483 

4,081.989 

Items attributable to 
FAS 123(R): 

-Mark to market, 
amortization and true- 
ups on prior awards 

N/A 

25 498.172 


5,344.202 

N/A 


N/A 

2,634.013 

N/A 

1.233.849 

•Accruals on future 
nwnrda 

N/A 

5,314,976 

N/A 

1,552,377 

mm' 

1.734,122 

N/A 


N/A 

350.831 

-Amount to be 
recognized In oilier 
periods on PSP III 

N/A 

(11,026.822) 

N/A 

(852.893) 

MM • • 

(2,360,088) 

N/A 

(3,566226) 

N/A 

(2.330.994) 

-Amortization of prior 
year option swords 

N/A 

8C3.885 

N/A 

189,369 

N/A 

604;721 

N/A 

378,353 

N'A 

243,986 

-Amount to be 
recognized In future 
years on stock option 
sward 

VA 


N/A 


N/A 


N/A 

(683,509) 

N/A 

(417.326) 

Other items; 

Change In pension 
value 

N/A 

1.727,652 

N/A 

1,424.708 


1,048.381 

N/A 

705.492 

; /N/A--'':." v. 

1,088.376 

All other compensation 

N/A 

387.647 

N/A 

131,239 

N/A 

135.002 

N/A 

119,749 

N/A 

84.684 

Amount per Summary 
Compensation Table 

N/A 

50,549,026 

N/A 

16,410,379 

N/A 

8.840,758 

N/A 

5.678,892 

N/A 

4,335,495 
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Hearing of the Senate Committee on the Judiciary 

“Exploring the Skyrocketing Price of Oil” 
May 21, 2008 
Questions for the Record 
Senator Dianne Eeinstein 


Questions for all witnesses: 

th 

1, According to the May IS Congressional testimony of the CFTC’s Chief 
Economist and the CFTC’s Director of Market Surveillance, oil companies are 
driving up the price of oil. These experts stated: “Our studies consistently find 
that when new information comes to the market and prices respond, it is the 
commercial traders (such as oil companies, utilities, airlines) who react first by 
adjusting their futures positions. When these commercial traders adjust their 
futures positions, it is speculators who are most often on the other side of the 
trade. Price changes that prompt hedgers to alter their futures positions attract 
speculators who change their positions in response. Simply stated, there is no 
evidence that position changes by speculators precede price changes for crude oil 
futures contracts.” CFTC believes that oil companies are driving up prices in 
futures markets, not speculators. Yet, during the Judiciary Committee hearing 
on May 21, Mr. Stephen Smith of Exxon Mobil asserted that his firm “does not 
speculate.” Does your firm buy or sell positions in crude oil futures markets? If 
your firm participates in futures markets, can you refute CFTC’s assertion that 
your firms are driving up oil prices? 

ConocoPhillips’ traders both buy and sell crude oil on the futures market. Our futures 
contract positions are typically intended to offset the price risk associated with 
physical commodity purchase and sale transactions that are required to run our 
refineries and supply consumers. We do not believe our futures market transactions 
have any net effect on the price of oil. Our reading of the testimony from the Chief 
Economist of the CFTC is that commercial traders react to new information by 
adjusting their positions (this could be either up or down). Therefore, new 
information is driving prices, not commercial traders. 


2. Your firms vehemently oppose legislation - such as the 2007 energy bill tax 
amendment and Senator Reid’s recent legislation to tax windfall oil company 
profits - that would increase the tax burden on oil and gas companies, arguing 
that increased taxation will lead to higher gas prices for consumers. However, 
you argued before the Judiciary Committee that your companies are unable to 
lower the price of oil. You say that you simply take the price in this global 
marketplace, instead of offering oil for sale at a set price and set mark-up. These 
two positions seem inconsistent. Do the economics of your firms influence oil 
prices, and will oil prices go up if your taxes go up? Or do the economics of your 
firms stand independent of oil prices, and will oil prices be set by demand 
regardless of the enormous size of your profits? It can’t possibly be both. 
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Oil prices are set by present and future expected supply and demand. Windfall profits 
taxes reduce dollars available for investment and thereby reduce future supply. Since 
the resource basins available for drilling in the U.S. are very mature and high cost, 
windfall profits taxes may also make U.S. prospects uneconomic. That will reduce 
U.S. production specifically, and make this country more dependent upon imports. 
That is what happened after the windfall profits tax of the early 1 980s. According to 
the Congressional Research Service, U.S. crude production fell by up to 6 percent and 
imports rose by up to 16 percent. Lowering future oil supplies will increase crude 
prices. Given that crude prices are currently about 70 percent of the cost of gasoline, 
the increase in crude oil prices will raise gasoline prices for consumers. 


3, The expense and technical challenge of developing new oil resources in harsh 
environments such as the Arctic is a frequently heard rationale for large oil 
industry mergers. Are these projects working out as planned? Can we expect to 
see large new petroleum resources coming on line in the next few years as a 
result of mergers? 

For U.S. companies to compete in an environment of mega projects, increasingly 
non-conventional and complicated oil and natural gas reservoirs and increasing 
national oil company control of resources, they require scale, technical innovation, 
and financial resources commensurate with the size, complexity and risk of those 
projects, including those in harsh and challenging locations like the Arctic. We are 
working on a number of projects and pursuing new opportunities in the Arctic which 
have the potential to provide more energy resources and enhance the nation’s energy 
security. 

At our mature Kuparuk and Prudhoe Bay fields in Alaska we are focused on 
maximizing the light oil potential that remains and expanding our satellite 
developments from the Alpine field to the west and into the National Petroleum 
Reserve (NPR-A). 

For the longer term, we are focused on commercializing the large existing gas 
resources on the Alaskan North Slope and in the Canadian Mackenzie Delta. In April 
this year, we announced that ConocoPhillips and BP had joined in a multi-year, 
multi-billion dollar effort to construct the Denali pipeline to move approximately four 
billion cubic feet of natural gas per day from Alaska to North American markets. 
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We are also pursuing heavy oil opportunities at our Kuparuk and Prudhoe fields in 
Alaska, where we are applying our heavy oil experience and technology in an effort 
to commercialize this large, but very challenged, heavy oil resource. Our ability to 
unlock the estimated 1 8 billion barrels of heavy oil resources in the West Sak and 
Ugnu reservoirs will draw on the combined knowledge, experience and asset 
positions of many of the heritage companies (i.e. Conoco Inc., Phillips Petroleum 
Company, Arco Alaska, Gulf Canada, Burlington Resources Inc.) that have made 
ConocoPhillips what it is today. Several pilot test developments are planned over the 
coming decade with the hope of achieving large scale production rates in 10-20 years. 

On the exploration front, we see significant remaining potential throughout the Arctic 
region. However, exploration access remains a key issue. Wood Mackenzie predicts 6 
billion barrels of oil equivalent of yet-to-find resources are present throughout the 
Alaskan Arctic region. However, much of this is currently off limits for exploration, 
If we are to arrest Alaska’s steady decline in base production, new petroleum 
resources must be brought on line and new areas must be opened up for exploration. 

Over the last four years the state of Alaska has changed their tax structure to 
significantly increase taxes on the oil and gas industry three different times. This not 
only increases the costs associated with oil and gas production and developments, but 
also adds uncertainty to the predictability of the fiscal structure in Alaska going 
forward. These tax increases have had and will continue to have an impact on 
investment in Alaska. Some major projects have been cancelled or deferred in late 
2007 and early 2008, due at least in part to tax impacts. 

The Qatargas 3 LNG project (QG3) is another example of how the merger between 
Conoco Inc. and Phillips Petroleum Company benefited from the combination of the 
companies’ complementary competencies. It brought Conoco Inc.’s U.S. gas 
marketing and Phillips Petroleum Company's LNG expertise together to allow us to 
do a mega project to develop remote natural gas supplies. QG3 is one of the world's 
largest liquefied natural gas (LNG) developments and is expected to produce an 
average of roughly 1 billion cubic feet per day of LNG, including approximately 
70,000 barrels a day of liquid product (condensate and LPG) over its 25-year project 
life. ConocoPhillips will be the sole purchaser of the LNG from QG3, except for 
approved diversions or third-party sales. As many as 20,000 people will be needed to 
complete the four-year construction project, with a total of 70 million man-hours. 

This truly is a mega-project which has drawn on the full size, scale and scope of 
ConocoPhillips (technically, financially and commercially), and which would not 
likely have been possible for either of the heritage companies to undertake alone. 
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ConocoPhillips is also participating in developing the Kashagan field, located in the 
Kazakhstan sectOT of the land-locked Caspian Sea. This mega project was viewed to 
be so challenging by the Soviet Union that they decided not to pursue it. It is now 
being developed by a group of the largest international oil companies. Kashagan is 
located in a remote, environmentally sensitive area. The reservoir is deep, with very 
high pressure and high contents of hydrogen sulfide. This field tests new boundaries 
such as injecting high sulfur natural gas at very high pressure. The human and capital 
resource required for development is probably unparalleled in the industry. When it is 
completed, its maximum production could reach 1.5 million barrels per day. 


4. To what extent are your refineries able to defer planned maintenance if and 
when refined product markets are tight? Has your company ever deferred 
refinery maintenance to meet a tight marketplace? If so, how frequently has 
your firm deferred maintenance? At what refineries and on what dates? 

4a) To what extent are your refineries able to defer planned maintenance if 
and when refined product markets are tight? 

Maintenance activities and turnarounds are normally planned a year or more in 
advance and require significant resources. These activities are required for the 
continued safe and efficient operation of our refineries and to assure sustainable 
crude refining capabilities and production of transportation fuels. There is limited 
flexibility to change the schedule once set. We typically plan maintenance during 
the fall and winter seasons, which historically exhibit lower demand. This keeps 
prices lower during the high-demand summer driving season. 

Most refineries operate many processing units and only shut down portions of 
their refineries during maintenance periods. During the maintenance activities, 
refinery production capability is only partially reduced. This makes it possible to 
continue the production of transportation fuels at reduced volumes. 

Maintenance turnarounds require significant pre-planning, labor, equipment and 
materials resources and product supply alternatives. It should be noted that the 
labor, equipment and materials resources are in particularly high demand 
throughout North America since they are competing with the resource demands of 
large refinery construction projects, Such resources are commonly scheduled and 
committed more than a year in advance, so changes to turnaround timing are 
likely to result in the planned, prepared and necessary resources being 
unavailable. Substituting resources is likely to result in decreased productivity, 
increased quality and safety risk along with higher cost for the turnaround, with 
commensurate longer duration (i.e. production outage) extensions and production 
reliability impairments upon return to operation. Additionally, since major 
turnarounds can result in lower production, supply alternatives are typically 
secured well in advance. 


46 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00149 Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 



144 


We work to improve efficiencies that will lessen the number and duration of 
scheduled maintenance outages. These efficiency improvements would help 
maximize the supply of transportation fuels during high-demand seasons. 

4b) Has your company ever deferred refinery maintenance to meet a tight 
marketplace? If so, how frequently has your firm deferred maintenance? At 
what refineries and on what dates? 

Yes, on an infrequent basis and only if it does not compromise the safety of our 
people and the integrity of our equipment. The most notable changes occurred in 
the aftermath of Hurricanes Katrina and Rita in the fall of 2005, when our 
company worked diligently to defer maintenance where we could do so, without 
compromising safety and quality of work in order to supply additional product to 
the market. 
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These changes are shown in the table below. 




... Plan 

Actual 

Reason . - 

Ponca City, OK 

Crude/FCC 

Sep 05 

Mar '06 

Hurricane 

Sweeny, TX 

Reformer 

Oct '05 

Jan '06 

Hurricane 

Trainer, PA 

Vacuum 

Sep '05 

Nov '05 

Hurricane 

Wood River, IL 

HCU 

Sep '05 

Oct '05 

Hurricane 


5. With constraints on the expansion of refinery capacity in California, how do 
you foresee meeting demand for gasoline and diesel in the future? 

ConocoPhillips is expanding capacity to make clean fuels at our Rodeo refinery 
outside of San Francisco. We also plan to import gasoline and diesel blending 
components, finished gasoline and diesel fuel either through our Southern and 
Northern California refineries or through third-party terminals to meet California's 
growing fuel requirements. This assumes that ConocoPhillips will continue to have 
access to existing docks and storage tanks in the ports of Los Angeles, Richmond, 
Rodeo and Selby. Sources of product imports include the Pacific Northwest, the U.S. 
Gulf Coast, Asia Pacific and Europe, All of these import sources require longer lead 
time to deliver to the California market, making it much more difficult to respond to a 
supply deficit that can arise quickly from an operational upset at a local refinery. 
There are also a limited number of refineries outside of California that can meet 
California’s unique product specifications. 

Most ethanol is produced in the U.S. Midwest or South America and transported to 
California by rail and ship. The logistical infrastructure that supports ethanol delivery 
and supply to product terminals is presently operating at capacity and will require 
investment before blending volumes can be increased. Delays in permitting these 
capital improvements will limit blended gasoline supply. 


6. According to initial research by the Government Accountability Office 
conducted at my request, the San Francisco Bay area has a significant degree of 
refinery market concentration. San Francisco also consistently has some of the 
highest gasoline prices in the United States - higher than other regions of 
California that must use the same reformulated gasoline. Do you believe that the 
high degree of market concentration among refineries in the San Francisco Bay 
Area is causing higher gasoline prices in this area? 

We do not believe that refinery concentration explains the difference between 
gasoline prices in San Francisco and Los Angeles because we do not see any 
appreciable difference in market concentration between northern and southern 
refinery districts. 
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The April 2000 GAO study on California Gasoline Price Behavior indicated that 
retail gasoline prices were 1 1 cents higher in San Francisco than in Los Angeles for 
the period from January 1992 through December 1999 due to differences in local 
supply and demand conditions. The supply and demand conditions included (1) the 
number and location of retail gasoline stations, ( 2 ) the costs of building and operating 
gasoline stations, and (3) consumers’ incomes. A spring 2006 study conducted by 
the California Energy Commission for the Governor of California corroborated these 
results. The study indicated that “cities such as .. . San Francisco ... can be 
characterized as having above average land values that may affect the retail price,” 22 


7. How do pipeline and port constraints affect your ability to provide adequate 
supplies of fuel to consumers? 

Increases in port constraints and operational permit limitations add to the cost of 
supplying crude oil to our California refineries and to the cost of importing gasoline 
and diesel fuel blendstocks and finished products to meet supply shortfalls. With 
California domestic crude production in decline at an average annual rate of 3-5 
percent, ConocoPhillips and other California refiners have a growing need to increase 
waterborne receipts of crude to process in local refineries. Capacity growth is limited 
for most crude terminals due to emission permit limits, berth water depth (draft) and 
dock length as well as channel depth. Limited berth and channel depth prevents the 
large and most efficient crude oil tankers (Very Large Crude Carriers or VLCCs) 
from discharging efficiently in California. Instead, additional cost is incurred to 
lighter smaller vessels to deliver crude from VLCCs or to use smaller-sized and less 
efficient ships. Some docks are almost at full capacity today and additional berth 
capacity is needed to accommodate crude being shipped in from other regions or 
countries to replace the declining crude production in California. Without additional 
crude import capacity, local refineries will not be able to run at full operating rates 
over time. Also, with the shift from predominantly receiving small parcels or batches 
of domestic crude via California pipelines to receiving more frequent larger volume 
waterborne supply, refineries will require additional storage to be able to receive 
larger parcels of crude at one time. The years of delay in attaining construction and 
operating permits for the much needed Pier 400 berth in the Port of Los Angeles, 
associated tankage and pipeline connections to existing crude pipeline networks has 
escalated the cost to construct it, which increases the cost of waterborne crude 
deliveries to local refineries. 


J.S. General Accounting Office, “California Gasoline Price Behavior,’’ April 2000, pages 4-5 
Jalifomia Energy Commission, “Spring 2006 Petroleum Fuels Price Spike: Report to the Governor,” 
igust 2006, page 61 
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The importation of products into Southern California is already at capacity due to the 
constrained logistical infrastructure at the ports. Facilitating appropriate product 
and blendstock imports will become even more challenging in the near future in Los 
Angeles as the port is proposing to consolidate at least two existing operating 
docks into one. Moving the volumes associated with two docks into one dock will 
exacerbate scheduling conflicts between products and customers and create supply 
delays. In addition, it will not allow for import growth that will be required in the 
future. Dock scheduling bottlenecks will not only increase the cost of supply as 
barges and vessels incur demurrage waiting to discharge but they will also create 
short-term supply shortages and subsequent price spikes as staging windows to 
supply pre-committed pipeline cycles will be missed more frequently. 

In Northern California, the Kinder Morgan Energy common carrier product gathering 
system is close to full capacity and requires additional pumping capacity and pipe 
connections to facilitate incremental supply reaching outlying terminal distribution 
facilities. Delays in permitting these improvements would prevent incremental supply 
from local refineries and imports from reaching the market efficiently. Delays in 
permitting approval to increase volume throughput limits at distribution terminals, 
constructing additional tankage and truck loading lanes throughout the state could 
also contribute to supply outages. 


8. Given the importance of free market competition to the energy sector, what is 
your view of the current 54 cent a gallon tariff on ethanol imports into the 
United States? Do you believe Congress should reduce the tariff, at least to the 
S0.45 per gallon level that blenders receive for using ethanol in the United 
States? Would you endorse legislation to do this? 

We believe the tariff on imported ethanol should be eliminated. If the nation is 
concerned about reducing fuel costs and carbon emissions, policies and taxes that 
discourage lower-cost and less carbon-intensive imports, such as sugar-based ethanol 
from Brazil, are counter-productive. We would endorse legislation to do this. 
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9. It would appear that Russia is currently working to lay claim to the North 
Pole and its natural resources. How would you like to see the situation resolved? 
What role should the U.S. government play? 

ConocoPhillips believes energy security is a crucial issue for the United States. 
Therefore, the ardent and persistent protection of U.S. sovereign territories, U.S. 
rights of access to resources, and other U.S. interests would seem to be a fundamental 
role and responsibility of the Government of the United States of America on behalf 
of all U.S. citizens. As a corporate citizen of the United States, ConocoPhillips urges 
the U.S. government to fulfill this role and responsibility to its citizens. As an 
important part of this effort, the United States government should strongly support 
responsible energy activities conducted in those areas of the Arctic and other regions 
in which it already has clear rights, namely, the U.S. Outer Continental Shelf and the 
lands that abut them. Much of the information about the scope and extent of subsea 
geology and geography in the Arctic (and the technologies required for detailed 
mapping) will be quickly acquired by the U.S. government through the timely 
exploration of these areas by its corporate citizens having the experience and 
capabilities, such as the private energy sector. Furthermore, the U.S. is the world 
leader in environmentally-sound energy development in the Arctic and is best placed 
to ensure environmental stewardship and sustainability in the development of these 
energy resources, benefiting not only U.S. citizens but the global community. By 
promoting responsible development in our own Arctic areas recently leased in 
the Chukchi Sea and Outer Continental Shelf, the United States can also demonstrate 
to the world that it is best qualified to develop natural resources in the Arctic beyond 
the Outer Continental Shelf. 


10. Over half, and in some cases, roughly 75% of the proven reserves of a 
number of American oil companies are located abroad. Looking at, say, 
Venezuela as an example, it seems possible that we are beginning to see a new 
wave of energy resource nationalizations. How is your company working to 
protect shareholders from the adverse consequences of such actions? 

The increasing trend in energy resource nationalization is another big concern of 
ConocoPhillips’. This is especially troubling when the nationalizing 
government neither honors its promises nor the contract terms it offered as an 
incentive to ConocoPhillips for making enormous and otherwise risky investments of 
capital, technical knowledge, personnel, and time in the development of their natural 
resource and their economy in general. Although of great harm to the shareholders of 
ConocoPhillips, we believe the increasing number of partial and total 
nationalizations of energy resources may have an even greater negative consequence 
for energy security and the economic well being of U.S. citizens. 
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In deciding to make these multi-billion dollar investments, ConocoPhillips balances 
the likely and potential rewards from its investments against the risks of 
nationalization, inflationary forces affecting costs of development and long-term 
production, strength of the U.S, dollar, geological and other resource risks, recessions 
and other product demand destroyers, and many other risks. These risks can 
sometimes be mitigated for our shareholders by (1) making investments in states and 
countries which have a stable fiscal policy and a reputation for honoring their 
promises, (2) obtaining enforceable contract commitments from the host government 
to stabilize its fiscal take for the long-term investment, to resolve all disputes arising 
from the investment through international arbitration, and to make its assets available 
for attachment within the signatory nations of the New York Convention to satisfy an 
arbitration award, and (3) making the investment under the protection of a bilateral or 
multilateral investment treaty which is suitable for long-term energy projects. 

Although we can potentially mitigate the risks for shareholders, we cannot mitigate 
the risks for the energy-consuming public. U.S. energy consumers need the U.S. 
Congress to complement our efforts by increasing access to secure sources of supply 
in the United States. 


Our responses to the requests made by the Committee on the Judiciary of the U.S. 
Senate contain forward-looking statements within the meaning of the "safe harbor" 
provisions of the Private Securities Litigation Reform Act of 1 995. Actual outcomes 
and results may differ materially from what is expressed or forecast in such forward- 
looking statements. Economic, business, competitive and regulatory factors that may 
affect ConocoPhillips' business are generally as set forth in ConocoPhillips' filings 
with the Securities and Exchange Commission. 
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Questions of Chairman Patrick Leahy 
Following the Senate Judiciary Committee Hearing 

“Exploring the Skyrocketing Price of Oil” 


Questions for Entire Panel: 

1 . Mr. Hofmeister testified last week that the price of crude oil should be in the range of $35 to 
$65 a barrel. If the price of crude oil on the world market returned to that competitive level, what 
could your company charge for a gallon of gas and remain profitable? 

The largest single component of retail gasoline price is the price of crude oil. In fact, 
DOE reported data from 1985 - 2007 show that 95% of the variability in gasoline prices 
is due to changes in crude oil prices. However, future gasoline prices will also be 
influenced by refinery performance, the introduction of biofuels and the level of imported 
product . Using industry composite statistics compiled by El A and API, a crude price of 
$65 may indicate a retail gasoline price of approximately $2. 57/gallon. This is detailed 
below: 


Crude oil cost ( $65/bbl ) $ 1. 55/gal Ion 

Federal, State excise taxes $0.47 

Refining costs $0.30 

Distribution/Marketing $0.25 

Composite gasoline price $2, 57/gallon 


2. Each of your companies is vertically integrated from oil exploration and production through 
refining and retail gasoline sales. I understand that the price of crude oil is set on the world 
market, and that your companies, for the most part, sell the crude oil they produce on the market 
and then buy back the crude oil that they refine. I further understand that each of your companies 
refines more oil than it produces. 

The efficiencies that come from vertical integration, however, should include the ability to refine 
the oil that you produce in a manner that is less expensive than if purchased in the commodities 
market. 


(a) What is your company doing to make vertical integration work for consumers? 

(b) If your company refined only the oil that it actually produced, rather than buying and 
selling on the world market, what price could it charge for a gallon of gas today and 
remain profitable? 


(a) As an integrated oil company, BP is in a position to invest billions of dollars in high- 
risk, long-term investments for exploration, development and technology. In most years , 
oil companies do not receive a very large return on those investments. On average, the 
returns realized by oil companies are significantly below those of biotechs, financial firms 
and computing industries in particular and all industry in general, despite the level of risk 
undertaken. By making these investments, BP can then work to insure that it has a secure 
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supply of crude oil and other energy sources to better supply its customers. 


(b) The price for crude oil is set by global forces of supply and demand, rather than the 
cost of production. In his April 3, 2008 testimony before the Senate Committee on Energy 
and Natural Resources, CFTC Chief Economist Jeffrey Harris stated: 

Given the relative stability of the makeup of participants and their positions in the 
markets and the absence of evidence that speculation has caused oil price 
changes, it appears that fundamentals provide the best explanation for crude oil 
price increases. These fundamentals can be either broad factors that affect many 
markets — like the value of the dollar or general inflation fears — or factors 
particular to a market — such as strong demand from China and India for crude oil 
and other commodities. In addition, geopolitical events, such as tensions involving 
Venezuela, Nigeria, Iran, Iraq, Turkey and the Kurds have affected commodity 
markets, especially the energy and precious metals markets. 

BP' s refining business in the U.S. purchases most of the crude oil it processes from third 
parties, and it must pay the prevailing market prices for that crude. Similarly BP 's 
refining business pays the prevailing market price when it uses BP s equity crude 
production. For BP’s exploration and production business to unilaterally tower its equity 
crude prices to its refineries would leave BP vulnerable to claims relating to royalty 
payments owed to state and federal governments, severance taxes owed statte 
governments, , below-cost pricing, unfair business competition, bad faith, and other 
reputational issues from governments, distributors, and competitors. Furthermore, BP 
does not and cannot set the retail price of gasoline at the vast majority of its branded 
outlets - the retail price is set by independent business persons such as jobbers and 
dealers who own those sites. If BP wholesaled the gasoline to those independent business 
persons at below market prices, there would be no assurance the retail price would be set 
below the market price in the trade area. It would most likely result as increased margin 
for the station owners. 

3. How much has each of your companies spent, directly or indirectly, on studies and reports on 
climate change? Please specify the studies and reports produced with your companies direct or 
indirect support. 

BP has been active in promoting national, mandatory, entity wide climate policies and 
provided funding to academic organizations in support of these goals: over the course of 
the period 2002 - 2007, BP has provided approximately $27 million dollars to 
organizations such as Princeton, Stanford, and MIT to research options for addressing 
the issue of climate change. BP believes that human activity is contributing to C02 
increases and global climate change. BP supports the Intergovernmental Panel on 
Climate Change (IPCC) peer reviewed science and conclusions. We also support the 
adoption of a mandatory, national, economy-wide climate policy to address future C02 
emissions. 
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Hearing of the Senate Committee on the Judiciary 
“Exploring the Skyrocketing Price of Oil” 
May 21, 2008 

Questions for the Record 
Senator Dianne Feinstein 


Questions for all witnesses: 

L According to the May 15th Congressional testimony of the C FTC’s Chief Economist and the CFTC’s 
Director of Market Surveillance, oil companies are driving up the price of oil. These experts stated: “Our 
studies consistently find that when new information comes to the market and prices respond, it is the 
commercial traders (such as oil companies, utilities, airlines) who react first by adjusting their futures 
positions. When these commercial traders adjust their futures positions, it is speculators who are most 
often on the other side of the trade. Price changes that prompt hedgers to alter their futures positions 
attract speculators who change their positions in response. Simply stated, there is no evidence that 
position changes by speculators precede price changes for crude oil futures contracts.” CFTC believes 
that oil companies are driving up prices in futures markets, not speculators. Yet, during the Judiciary 
Committee hearing on May 21, Mr. Stephen Smith of Exxon Mobil asserted that his firm “does not 
speculate.” Does your firm buy or sell positions in crude oil futures markets? If your firm participates in 
futures markets, can you refute CFTC’s assertion that your firms are driving up oil prices? 

Aj a commercial participant in the energy markets with daily needs to buy and sell energy products in 
order to meet it customers' requirements, BP buys and sells crude oil futures contracts as part of its 
energy trading activity. It is a normal function of the market for commercial traders such as oil 
companies to react to new information by adjusting futures positions as necessary. 

The CFTC has not stated that the oil companies are driving up prices in futures markets. In fact, in 
his April 3, 2008 testimony before the Senate Committee on Energy and Natural Resources, CFTC 
Chief Economist Jeffrey Harris stated: 

Given the relative stability of the makeup of participants and their positions in the markets and the 
absence of evidence that speculation has caused oil price changes, it appears that fundamentals 
provide the best explanation for crude oil price increases. These fundamentals can be either broad 
factors that affect many markets — like the value of the dollar or general inflation fears — or factors 
particular to a market — such as strong demand from China and India for crude oil and other 
commodities. In addition, geopolitical events, such as tensions involving Venezuela, Nigeria, Iran, 
Iraq, Turkey and the Kurds have affected commodity markets, especially the energy and precious 
metals markets. 

2. Your firms vehemently oppose legislation - such as the 2007 energy bill tax amendment and Senator 
Reid’s recent legislation to tax windfall oil company profits - that would increase the tax burden on oil 
and gas companies, arguing that increased taxation will lead to higher gas prices for consumers. However, 
you argued before the Judiciary Committee that your companies are unable to lower the price of oil. You 
say that you simply take the price in this global marketplace, instead of offering oil for sale at a set price 
and set mark-up. These two positions seem inconsistent. Do the economics of your firms influence oil 
prices, and will oil prices go up if your taxes go up? Or do the economics of your firms stand independent 
of oil prices, and will oil prices be set by demand regardless of the enormous size of your profits? It can’t 
possibly be both. 
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Over the last 5 years, BP has invested $31.5 billion in development of US energy supply — almost 
dollar for dollar of our US profits. Thus, for every dollar of increased tax on our operations, there 
is one fewer dollar to invest in projects that will deliver increased energy to US consumers - 
whether it is oil, gas, solar, wind, biofuels or other alternatives. Taxing one form of energy to fund 
development of another doesn't ensure greater supplies of energy to the consumer. This should be 
the primary criteria of any energy policy adopted by Congress. 

3. The expense and technical challenge of developing new oil resources in harsh environments such as the 
Arctic is a frequently heard rationale for large oil industry mergers. Are these projects working out as 
planned? Can we expect to see large new petroleum resources coming on line in the next few years as a 
result of mergers? 

Finding and producing oil and gas today requires greater scale to meet the challenges posed by 
greater technical, logistical, financial and permitting hurdles. BP 's merger with Amoco and 
subsequent acquisition ofArco has increased our ability to compete. Nevertheless, BP remains a 
small player in this global business. Foreign national oil companies control more than 50 percent 
of global oil and gas production and almost 80 percent of the world's oil and gas reserves. By 
comparison, BP represents roughly 3 percent of global oil and gas production, and less than one 
percent of global oil and gas reserves. 

BP has recently announced a partnership with ConocoPhillips to build the Denali Natural Gas 
pipeline project. At a cost of nearly $40 billion, this project will be the largest private sector 
construction project ever built in North America, and the first major commercialization of Alaska 
North Slope gas. BP is also investing in its refining capability, investing $4 billion to upgrade our 
Whiting, IN refinery and entering into a joint venture with Canada's Husky Energy to invest more 
than $4 billion to develop its Sunrise oil sands field and upgrade our Toledo, OH refinery. 

BP is also using investment to find new oil and gas reserves in the deep water Gulf of Mexico ; this 
exploration would most likely have overwhelmed a smaller company. These projects are extreme 
in every way - extremely risky, extremely large, extremely deep and extremely costly - and present 
unprecedented technical challenges. 

4. To what extent are your refineries able to defer planned maintenance if and when refined product 
markets are tight? Has your company ever deferred refinery maintenance to meet a tight marketplace? If 
so, how frequently has your firm deferred maintenance? At what refineries and on what dates? 

BP’s refineries are geared towards maximizing output primarily to meet BP's marketing and 
supply needs. Maintenance occurs on a day-to-day activity and on a large scale in the form of a 
turnaround, where entire units are brought down for refurbishment. Turnarounds are scheduled 
and planned usually years ahead of time in order to secure available resources including labor. In 
a tight and highly specialized labor market required for refinery turnaround, deferring it is very 
costly. For these reasons, BP refineries are not in the practice of deferring this kind of large scale 
planned maintenance. BP refineries at times have deferred turnarounds to level labor and 
engineering demands, but have not deferred maintenance to meet tight marketplace demand. 
During turnarounds, our supply group obtains alternative resources to make sure BP's demands 
are met. 
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5. With constraints on the expansion of refinery capacity in California, how do you foresee meeting 
demand for gasoline and diesel in the future? 

BP estimates that legislation such as the CAFE standards, Renewable Fuel Standard and Low 
Carbon Fuels Standard will all serve to reduce the demand for gasoline in California in the future 
and at the same time increase demand for diesel. BP also estimates that increases in population 
and GDP will increase demand for gasoline and diesel. We estimate that the net impact of these 
changes is that total refined product demand in California will remain constant with today albeit 
with a reduction in gasoline demand and increase in diesel demand. BP generally seeks to match 
its production capability in its two West Coast refineries to its own marketing demand, with the 
minor imbalances sourced from/sold to local markets or imports as appropriate. This approach 
has seen numerous minor modifications to increase production capacity over the history of the 
refinery as demand has grown. Even as recently as this spring, our fluid catalytic cracking unit 
was modified to increase its capability to make gasoline. With little overall growth in total oil 
demand now expected, we expect to continue to implement minor modifications to match 
production to demand. In this environment, BP will most likely try to increase our flexibility to 
respond to a change in the mix of transport fuels by implementing modifications which increase 
our ability to switch production between gasoline, jet fuel and diesel. 

6. According to initial research by the Government Accountability Office conducted at my request, the 
San Francisco Bay area has a significant degree of refinery market concentration. San Francisco also 
consistently has some of the highest gasoline prices in the United States - higher than other regions of 
California that must use the same reformulated gasoline. Do you believe that the high degree of market 
concentration among refineries in the San Francisco Bay Area is causing higher gasoline prices in this 
area? 


BP does not own or operate any refineries in the Bay Area and so it will not speculate about this 
issue. The price of gasoline has been primarily affected by price of supplies, including crude oil, 
electrical power , and organic and inorganic materials used to make gasoline. In fact, the 
American Petroleum Association ("API") recently reported that the FTC has found that 
concentration in the industry remains low to moderate and vertical integration has been 
decreasing. 1 

7. How do pipeline and port constraints affect your ability to provide adequate supplies of fuel to 
consumers? 

BP strives to adequately supply fuel to its customers. BP supplies fuel to its customers via various 
proprietary and 3rd party pipelines and terminals. BP has invested significantly in its port, 
pipeline and terminal assets in recent years and delivers a high degree of supply reliability to its 
customers and is not facing any material issues in meeting its contractual demand as a result of 
port or logistical constraints. 

8. Given the importance of free market competition to the energy sector, what is your view of the current 
54 cent a gallon tariff on ethanol imports into the United States? Do you believe Congress should reduce 
the tariff, at least to the $0.45 per gallon level that blenders receive for using ethanol in the United States? 
Would you endorse legislation to do this? 

As a general rule, BP supports free markets. The new renewable fuels mandate established large 
biofuel blending levels and a very aggressive implementation timetable. There are questions 


1 “America’s Oil and Natural Gas Industry: The Facts About Oil Industry Mergers. Market Power and Fuel Prices: An API 
Primer,” May 12, 2008, page 5. 
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regarding the ability of US biofuels manufacturers to meet these production targets. The presence 
of a tariff directionally discourages investment worldwide to supply biofuels to the US market. It 
also maintains higher consumer price levels than would otherwise exist In the marketplace. BP 
supports the elimination of the ethanol import tariff or its equalization with the current blenders 
tax credit as a means of minimizing potential market dislocations. 

9. It would appear that Russia is currently working to lay claim to the North Pole and its natural resources. 
How would you like to see the situation resolved? What role should the U.S. government play? 

As a commercial operation BP does not take positions on specific national boundary issues. 
However in the interest of enhancing world energy security we do hope that, in cases where 
countries disagree on territorial claims, peaceful resolutions can be found that allow exploration 
for and production of needed natural resources. 

10. Over half, and in some cases, roughly 75% of the proven reserves of a number of American oil 
companies are located abroad. Looking at, say, Venezuela as an example, it seems possible that we are 
beginning to see a new wave of energy resource nationalizations. How is your company working to 
protect shareholders from the adverse consequences of such actions? 

This is a known risk in the energy sector which impacts all companies operating in that host 
country. While a company cannot prevent nationalization, we can remain relevant and aligned 
with the resource holder. Prevention is partly by holding deep relationships with host 
governments where we operate and where we hope to operate. BP has a track record of 
developing resources responsibly - some of which are in OPEC nations and some are not. 
Therefore, each side brings something to the table - we bring one of the best proven track records, 
technology, experience, and knowledge. Similarly, BP maintains a diverse portfolio of energy 
options in many different geographic locations to manage risk and pursue unique development 
opportunities. 

Questions for British Petroleum 

1. In late 2007, BP settled a case in which the CFTC and the Department of Justice accused BP of 
manipulating and cornering propane prices in the United States. BP had to pay more than $300 million in 
fines to settle this case. One of your traders was also convicted on his own accord. In California, we 
don’t have much sympathy for energy market manipulators. What has BP done that can reassure the 
people of California that BP has cleaned up its act? 

We are ashamed that traders working for us manipulated the TET propane market in 2004 and 
attempted to do so in 2003. We ’ve apologized for what occurred. The traders involved have been 
disciplined and no longer work for the company. 

Our goal is to be an industry leader when it comes to assuring our participation in the nation 's 
energy markets is appropriate. BP has invested heavily over the past several years in building a 
world class compliance framework to support our trading activities in the U.S. and globally. In 
North America, we have almost 40 compliance professionals dedicated to supporting our trading 
businesses. The Compliance organization is independent from the business and reports through 
the Compliance and Ethics organization. These compliance professionals independently monitor 
and investigate our trading activity and provide advice on an ongoing basis. 

We have extensive annual training requirements to ensure awareness of the laws, regulations, 
policies, and guidelines related to our trading and market facing activity, ^including BP's code of 
conduct . We are working diligently with regulators and an independent monitor to ensure that we 
are addressing the appropriate compliance issues and to ensure that we are building a deep 
compliance culture. 
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U.S. Senate Judiciary Committee 
Hearing on “Exploring the Skyrocketing Price of Oil” 

Written Questions from Senator Richard J. Durbin 

Questions for all witnesses 

1. Please provide a table displaying, for each year since 2000: 

• the names of the top five most highly compensated individuals in your company for that 
year (with compensation defined to include salary, bonuses, benefits, stock options, in- 
kind gifts, deferred compensation, and other remuneration); and 

• the amount of compensation received by each of those individuals, broken down by 
amount and type of compensation. 

Please see separate pdf attachment for response to Ql. 

2. Please provide a table displaying the following information for your company for each year 
since 2000: 


• revenue 

• net income 

• return on equity 

• total capital investment 

• oil development investment 

• refinery investment 

• alternative energy research and development 

• cash holdings 

• marketing expenses 


Smillions unless noted 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 

Revenue 

148,062 

174,2)8 

187,721 

164,653 

192,024 239,792 265,906 284,365 

Net Income 

10,435 

8,755 

6.333 

12,666 

17,007 

22,1 1 1 

21,104 

18,941 

Return on Equity 

16.4% 

13.4% 

9.8% 

19.1% 

23.3% 

28.2% 

25.6% 

21.2% 

Total Capital Investment 

11.107 

13,167 

13,303 

13.597 

13.810 

13.938 

16.910 

19.194 

Oil Development Invest. 

4,545 

6,849 

7,224 

7,537 

7,270 

7,678 

9,109 

10,153 

Refinery Investment 

572 

826 

1,066 

835 

825 

843 

1,270 

2,274 

Alternative Energy R&D 

15 

15 

16 

19 

16 

35 

40 

91 

Cash Holdings 

1,831 

1,808 

1,735 

2,056 

1,359 

2,960 

2,590 

3.562 

Marketing Expenses* 

na 

na 

na 

418 

470 

507 

447 

541 


*This reflects ail advertising, sponsorship, promotions, trade marketing and market research 


3. Several weeks ago, the Wall Street Journal’s Market Watch quoted an industry analyst as 
estimating that about $25 to $30 of the price per banel of crude oil may be attributed solely to 
speculation. 

a) Does your internal research support that analysis? 

b) What in your view ts the price per barrel that can be justified purely by the supply and 
demand in the market? 
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c) What steps do you think should be taken to protect consumers from the effects of 
excessive speculation in the trading markets for oil? 

BP agrees with the CFTC , which has concluded that "there is little evidence that changes in 
speculative positions are systematically driving up crude oil prices. ” In his April 3, 2008 
testimony before the Senate Committee on Energy and Natural Resources, CFTC Chief 
Economist Jeffrey Harris stated: 

Given the relative stability of the makeup of participants and their positions in the 
markets and the absence of evidence that speculation has caused oil price changes, it 
appears that fundamentals provide the best explanation for crude oil price increases. 
These fundamentals can be either broad factors that affect many markets — like the value 
of the dollar or general inflation fears — or factors particular to a market — such as strong 
demand from China and India for crude oil and other commodities. In addition, 
geopolitical events, such as tensions involving Venezuela, Nigeria, Iran, Iraq, Turkey and 
the Kurds have affected commodity markets, especially the energy and precious metals 
markets. 

The price of crude oil reflects the forces of supply and demand as they exist at any given time 
- it is not possible to say what the price of crude oil “should be ” apart from those market 
forces of supply and demand. 

BP believes that the market oversight and enforcement powers exercised by the CFTC, as 
described in the April 3, 2008 testimony of Mr. Harris, are effective tools to protect the public 
from unlawful manipulation of prices. In addition, BP generally supports regulatory 
proposals that make the markets we trade in more efficient, more liquid and more 
transparent. 

4. In your testimony, you claim that consolidation in the oil industry has been necessary to 
enable your company to compete globally. However, a 2004 GAO study found that consolidation 
and mergers in the oil refinery industry, “generally led to higher wholesale gasoline prices in the 
United States.” As a result of all the mergers, the largest five oil companies now control 55% of 
the refining market, and the largest 10 dominate 81%. 


a) In your view, how has market concentration in the refinery industry affected the price 
of gasoline? 

b) Do you see a link between market concentration and reduced refinery production? 

c) How much would increased refinery production lower gasoline and diesel prices? 

BP agrees with the Federal Trade Commission that the GAO report should not be relied upon in 
making policy. As stated by the FTC: 

The GAO report still contains major methodological mistakes that make its quantitative 
analyses wholly unreliable. It relies on critical factual assumptions that are both unstated 
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and unjustified, and it presents conclusions that lack a quantitative foundation. Simply 
staled, the GAO report is fundamentally flawed. 1 

Even if you take the conclusions of the GAO Report at face value, the GAO concluded that two of 
the transactions studied led to decreases in wholesale prices and the results from one of the 
transactions was inconclusive. This suggests that in at least some cases, integration can lead to 
lower prices. In the absence of any clear metric as to which transactions will lead to lower 
prices and which will lead to higher prices, any disincentive for further integration has the 
potential to lead to economic inefficiencies and higher costs for consumers. 

(a) It is not market concentration that has affected the price of gasoline, but the price of supplies, 
including crude oil, electrical power, and organic and inorganic materials used to make 
gasoline. In fact, the American Petroleum Association ("API") recently reported that the FTC 
has found that concentration in the industry remains low to moderate and vertical integration has 
been decreasing 

( b ) No. According to API, there has been increased production even though there are fewer 
refineries. In its recent report, the API stated: 

Since 1985, U.S. refining capacity has increased by 20 percent even though there are 57 
fewer refineries. Because the infrastructure to bring crude in and get products out is in 
place, it is more cost effective to add on to a refinery than to build a new one. The 
elimination of subsidies under the government price and allocation controls in 1981 led to 
the closure of many smaller, less efficient refineries throughout the 1980s and 1990s. 

According to the U.S. Energy Information Administration, current domestic refinery 
expansion plans will boost domestic refining capacity by another 800, 000 per day by 
2012, the equivalent of four new refineries. Moreover, a number of refinery modification 
or expansions have been announced to handle increased 

processing of heavier crude oils, including oil derived from Canadian oil sands. This 
additional crude from Canada - a reliable, nearby source - should enhance our domestic 
energy security. 2 3 

(c) No refinery can run full out all the lime, Ay I testified, BP's refineries are currently running 
at 88 - 89% of available capacity. Without a change in the price of basic supplies, including 
crude, as well as change in the worldwide demand for gasoline, diesel and other transportation 
products, refinery production levels will not have a significant impact on the price of gasoline. 

5. In the last couple of weeks, we have seen the release of a handful of reports that claim that our 
use of ethanol has displaced a certain amount of gasoline from the nation's pool of transportation 


' Prepared Statement of the Federal Trade Commission tilled “Market Forces, Anticompetitive Activity, and Gasoline 
Prices: FTC Initiatives to Protect Competitive Markets, presented by William E. Kovacic, General Counsel, Before 
The Subcommittee on Energy Policy, Natural Resources and Regulatory Affairs Committee on Government Reform 
United States House of Representatives (July 7, 2004) at 8. 

2 “America’s Oil and Natural Gas Industry: The Facts About Oil Industry Mergers, Market Power 
and Fuel Prices: An API Primer,” May 12, 2008, page 5. 

3 Id,, page 9. 
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fuels, and that the displacement of more expensive gasoline with less expensive ethanol has 
resulted in lower consumer prices at the gas pump. These experts say that the savings have been 
between 15-20%, which would translate into about $400-$600 of savings per family or about $50 
billion to $75 billion saved nationwide. 

a) What is the effect on retail gasoline prices of cheaper ethanol being blended into 
gasoline? 

While growing volumes of ethanol in US gasoline reduce oil consumption, it is difficult to 
calculate the direct impact of these volumes on retail gasoline prices. The degree of savings 
depends on the price of the respective inputs: Ethanol, which depend on com prices: and 
gasoline, which depend on crude oil prices. 

o Greater use of ethanol could in theory benefit consumers two ways: Through 
lower cost (if ethanol is cheaper than gasoline) and through the impact of reduced 
oil demand on oil prices. 

o With the two fuels competing, economic theory tells us that prices for the two 
should lend to equalize — which is what we say today (see below). 

Currently ethanol prices (per gallon) are lower than gasoline prices. However, the fact that 
ethanol has one-third less energy per gallon than conventional gasoline must be taken into 
account when assessing the cost-competitiveness of the respective fuels. DOE/EIA data shows 
that the wholesale price of conventional gasoline at the US Gulf Coast now stands at 
$3.27/gal (May 28). 

o Spot ethanol prices can vary widely by location: at the US Gulf Coast ethanol 
costs about $2. 55/gallon (source: Ecowin). Adjusting for the lower energy 
content, this is equivalent to a wholesale gasoline price of $3.83/gallon. 
o When ethanol's advantaged tax treatment is taken into account, this suggests that, 
on an energy-adjusted basis, ethanol is priced very close to gasoline, at least on 
the US Gulf Coast. 

o Relative prices have been volatile in recent years, in part due to sharp swings in 
both corn and crude oil prices. In 2006, for example, ethanol was more expensive 
than gasoline. 

The second benefit for US consumers could come via reducing oil demand and therefore 
reducing oil prices. 

o Current ethanol use in the US averages roughly 550,000 barrels per day (b/d). 
After correcting for the lower energy content of ethanol, this is equivalent to 
displacing about 370,000 b/d of gasoline — roughly 0.5% of world oil consumption, 
o At the margin, lower oil consumption should result in lower oil prices, but the net 
effect depends on whether reduced consumption is offset by supply reductions by 
OPEC producers. 

b) If the renewable fuels mandate were waived this year and nine billion gallons of 
ethanol were removed from the market, additional petroleum would need to be "found" to 
replace this fuel. Some economists say that prices would increase by as much as 50 cents 
to 80 cents per gallon based on standard calculations. Based on your historical 
observations, would you expect to sec that large of an increase? 
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See response to 5(a) above. The market impact of removing ethanol from the gasoline supply 
pool will be the reverse of the effect seen above and will be largely determined by OPEC’s 
ability to respond to the increase call on oil to supplement the loss of ethanol volumes. 

c) One of Ihe challenges to making production and the mandate sync up is associated 
with the infrastructure needed to develop the biofuels industry. What is your position 
regarding higher blend levels of ethanol and the deployment of pumps capable of 
dispensing E-85? 

BP supports research efforts to demonstrate the compatibility of ethanol blends greater than 
10% on the in-use vehicle fleet. Higher blend rates will be important to allow the industry to 
meet the progressively higher RFS mandate levels since penetration of E-85 compatible 
vehicles will not be sufficient to allow the industry to meet its RFS requirements with only an 
E-85 supply option. BP currently doesn 't offer an E-85 branded product but allows branded 
distributors and retailers to offer an unbranded product under the canopy, in properly 
labeled , stand-alone dispensers. Similarly, BP does allow advertising of an unbranded E-85 
product. Currently, no new E-85 pumps have been approved for installation as Underwriter 
Laboratories has yet to certify the safety of dispensers for E-85 service. We expect 
installations to resume once UL certification is received. 


Questions for Robert A. Malone 

1 . What carbon offset options has BP considered for the BP Whiting refinery expansion? 

BP will address carbon emissions at the Whiting refinery when the Congress creates a 
framework that allows a fair and transparent carbon price to be established so that 
affected industries may make informed decisions concerning control options, 
infrastructure investments and operational parameters. 

BP has long advocated for the creation of a single, mandatory US greenhouse gas 
emissions registry and a national policy that would establish a market price for carbon. 
Market-based programs will deliver the greatest and fastest reductions at the least cost. 
Individual project carbon offsets are not a surrogate for a comprehensive national carbon 
policy and would create competitive distortions in the market-place. 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00166 Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 


s 


I 



161 



VerDate Aug 31 2005 


1 4:52 Sep 1 8, 2008 Jkt 043354 


PO 00000 


Frm 00167 


Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 


8 


3 





162 



VerDate Aug 31 2005 


1 4:52 Sep 1 8, 2008 Jkt 043354 


PO 00000 Frm 00168 


Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 


8 


3 




163 



VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00169 Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 




164 



VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00170 Fmt 6633 Sfmt6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



165 


Questions of Senator Sheldon Whitehouse 
Following the Senate Judiciary Committee Hearing 
on 

“Exploring the Skyrocketing Price of Oil” 

Questions for Entire Panel: 

Has your company, any subsidiary, or any entity acting under common ownership or control, 
financially contributed to any organizations that study global wanning or climate change? If so, 
which are those organizations and how much in total has your company given to each one? 

Yes, over the course of the period 2002 - 2007, BP has invested approximately $27 
million dollars to organizations such as Princeton, Stanford, and MIT to climate change 
issues. BP believes that human activity is contributing to C02 increases and global 
climate change. BP supports the Intergovernmental Panel on Climate Change (IPCC) 
peer reviewed science and conclusions. We also support the adoption of a mandatory, 
national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the American Legislative Exchange Council? If so, how much has it contributed? 
Does your company agree with the American Legislative Exchange Council's opinion that 
increasing levels of carbon dioxide are not causing glaciers to retreat? 

BP America does not fund ALEC, however prior to company mergers individual 
companies that comprise BP today may have participated with this organization. BP 
believes that human activity is contributing to C02 increases and global climate change. 
BP supports the Intergovernmental Panel on Climate Change (IPCC) peer reviewed 
science and conclusions. We also support the adoption of a mandatory, national, 
economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Cato Institute? If so, how much has it contributed? Either way, does your 
company agree with Cato Institute commentary that “science no longer provides justification for 
any rush to pass drastic global warming legislation.”? 

BP America does not fund the Cato Institute, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Committee for a Constructive Tomorrow? If so, how much has it contributed? 
Does your company agree with the Committee for a Constructive Tomorrow that “recent glacial 
retreats, sea-level rise and migrations of temperature sensitive species are all within the bounds of 
known natural variability.”? 
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BP America does not fund this organization , however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to CQ2 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Annapolis Center for Science-Based Public Policy ? If so, how much has it 
contributed? Does your company agree with an Annapolis Center for Science-Based Public 
Policy report that states “climate models may never be able to make greenhouse-warming 
predictions with certainty?” 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
( IPCC ) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Acton Institute for the Study of Religion and Liberty? If so, how much has it 
contributed? Does your company agree with Acton Institute for the Study of Religion and 
Liberty commentary that it is a “myth that [global warming] is an emergency that demands a 
drastic cutback in CO-2 emissions” and that “making a case against CO-2 without making a case 
against nature is like making an omelet without breaking the proverbial egg. It is impossible.”? 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Center for the Study of Carbon Dioxide and Global Change? If so, how much 
has it contributed? Does your company agree with the Center for the Study of Carbon Dioxide 
and Global Change that “there is no compelling reason to believe that the rise in temperature was 
caused by the rise in CO-2.”? 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 
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Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Frontiers of Freedom Institute? If so, how much has it contributed? Does your 
company agree with the Frontiers of Freedom Institute that S.219L, America’s Climate Security 
Act, is “a hyped-up rallying cry against a ‘problem’ that scientists can't even agree exists in the 
first place,”? 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the George C. Marshall Institute? If so, how much has it contributed? Does your 
company agree with the George C. Marshall Institute that there is a “shattered consensus” on the 
state of global warming? 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
f IPCC ) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Heartland Institute? If so, how much has it contributed? Does your company 
agree with the Heartland Institute that “there is no consensus about the causes, effects, or future 
rate of global warming," and that “most climate scientists doubt the reliability of computer 
models and the accuracy of land-based temperature records.” and that “reports by the IPCC are 
unreliable due to political editing and rewriting of the reports' conclusions,” and that “some of 
the key evidence cited in past IPCC reports has been shown to be fraudulent.”? 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

Has your company, any subsidiary, or any entity acting under common ownership or control ever 
contributed to the Institute for Energy Research? If so, how much has it contributed? Does your 
company agree with the Institute for Energy Research that global climate change is a 
“craze... fueled by alarmist rhetoric and trumped up scientific claims.”? 

BP America does not fund this organization, however prior to company mergers 
individual companies that comprise BP today may have participated with this 
organization. BP believes that human activity is contributing to C02 increases and 
global climate change. BP supports the Intergovernmental Panel on Climate Change 
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(IPCC) peer reviewed science and conclusions. We also support the adoption of a 
mandatory, national, economy-wide climate policy to address future C02 emissions. 

At a time when gasoline prices were near record highs, your five companies earned record- 
breaking profits last year: $ 116 billion. ExxonMobil made $40.6 billion last year, which is more 
than the all federal highway spending and about as much as the entire credit card industry earned 
that year. Since 2002, your five companies have consistently broken profit records. If you 
continue to profit this year at the pace you did in the first quarter, you are once again poised to 
smash profit records, not just for your industry, but for all industries. Please explain why what, 
in raw numbers, may be the most profitable industry in history needs the multi-billion dollar 
Section 199 domestic manufacturing tax breaks enacted in 2004. Why aren’t those profits 
adequate to provide access to capital without those tax incentives? 

The Section 1 99 domestic manufacturing deduction was included in the American Jobs 
Creation Act of 2004. Although it began as an effort to modify the Extraterritorial Income 
Exclusion (ETI) tax rules (successor to FSC rules) which were declared illegal by the 
World Trade Organization, Congress ultimately expanded that goal to include the 
creation of US jobs. Section 199 helps spur investment in the US, which in turn, helps 
create new US manufacturing and production jobs. Congress recognized the importance 
of the thousands of jobs in the domestic oil and natural gas industry and included 
petroleum extraction and refining with the US as qualifying activities. 

Congress is constantly reevaluating the industry's tax incentives. We would urge you to 
treat all competitors equally and to maintain a level playing field for all companies in the 
energy industry. In addition, I would recommend that if you want to encourage domestic 
oil and gas production, you should recognize that punitive tax regimes will encourage 
capital to be invested outside of the US, which is contrary to your intent. 

BP supports a balanced energy policy that encourages development of alternative energy 
sources but also allows us to continue to responsibly develop our investment in all forms 
of energy in the US. 

The petroleum industry operates in an unusual fashion. Your five corporations are integrated oil 
giants that control all stages of production and distribution. From the exploration and mining to 
the refinement and transportation to the moment the customer swipes her Exxon or Shell charge 
card at the pump, you control everything. Are you aware of any other industries that operate in 
this fashion? How would you respond to the suggestion that it may be time to examine whether 
the vertically integrated ownership structure facilitates price gouging and harms consumers? 
Would you support a Congressionally-directed study to examine the effects of your ownership 
structure? 

Vertical integration is common throughout the economy and can be found in varying 
degrees in industries including airlines, steel, movie production, retailing and technology. 

In a recent publication, the American Petroleum Institute ("API’') stated that: 

The oil industry is becoming less vertically integrated. According to the FTC 
(2004), the share ofU.S. refining capacity owned by independent refiners with no 
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production operations was eight percent in 1990. By 2007, the share was over 21 
percent . 1 

The same publication also cited a 2006 FTC investigation in which the FTC found: 

“no evidence indicating that refiners make product output decisions to affect the 
market price of gasoline. Instead, the evidence indicated the refiners responded to 
market prices by trying to produce as much higher-valued products as 
possible. ..The evidence collected in this investigation indicated that firms behave 
competitively. ” 

Based on these findings, BP believes that the vertical integration structure is not harmful 
to consumers, but instead has resulted in benefits because of the efficient nature of the 
ownership structure. 

/4s to whether BP would support a study to examine the effects of its ownership structure, 
in the past, BP has cooperated fully with numerous investigations. If the government 
elects to conduct another investigation or study, BP will cooperate. 

The attached graph illustrates that the growth in profits of your five companies over the past six 
years has outpaced even the sharp increase in the price of gasoline. Why is your profit margin 
rising at a rate that is so much higher than the price of your product? How much has your 
company invested in research and development of coal to liquids technology for use as 
transportation fuel in each of the past five years? How much has your company invested in 
research and development of hydrogen technology for use as transportation fuel in each of the 
past five years? How much has your company invested in research and development of nonTossil 
fuel renewable energy sources for use as transportation fuel, excluding hydrogen technology, in 
each of the last five years? 

An integrated oil company's worldwide profits are comprised of many points of information, 
not simply the price of one refined petroleum product - gasoline. BP has invested billions of 
dollars to explore and produce oil from around the world as well as to supply refined 
products, including gasoline, to the US and other countries. BP’s profits reflect the 
investments made in all of these aspects of the company. 

• The oil and gas industry’ has been cyclical. The chart provided by Senator Whitehouse in 
essence shows only one side of an industry price cycle. The 6 year period from 2002 
through 2007 starts at a cyclical low point in oil and gas prices, and covers a period in 
which tightening supply/demand fundamentals led to general increases in the market 
value of petroleum products. Due to the long-term nature of oil and gas industry 
investments, it may be more appropriate to show data over an entire cycle, or perhaps 
several cycles. 

• " Gas Prices" presumably reflects gasoline prices a unit basis (e.g., dollars per gallon) 
while "Oil Industry Profits" are presumably on an absolute basis (e.g., total dollars). 


“America’s Oil and Natural Gas Industry: The Facts About Oil Industry Mergers, Market Power 
and Fuel Prices: An API Primer,” May 12, 2008, page 5. 

2 Id. 
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Companies who have succeeded in growing volumes over this period would show profits 
growing faster than gasoline prices, other factors being equal. 

• The attached chart was not presented with any information regarding the source of the 
information presented or how the aggregated amounts were obtained. In analyzing the 
information in the chart with regards to the “Gas Prices" line, it is impossible to 
determine whether the senator used wholesale prices in the price calculation; whether 
there was any consideration as to taxes paid by the company or the consumer; costs 
associated with refining and marketing the gasoline, etc. Similarly, with regards to the 
“ Oil Company Profits ” line, there was no indication of whether the senator's office 
included physical growth; whether the amounts are US only or worldwide; whether the 
time period was particularly selected because it was a time of a cyclical low in average 
industry oil and gas prices. 

The chart below details the research investment in energy alternatives for BP over the last 5 
years. 


R&D Spend ( $m I 
Solar 

Renewables & Alternatives /AE 
Technology (Wind, Hydrogen power J 
Biofuels 

Energy Biosciences Institute (CA 
Berkeley, IL Urbana) 

Hydrogen for Transport 

TOTAL 


2003 

2004 

2005 

2006 

2007 

TOTAL 

5.4 

4.0 

6.1 

8.2 

8.2 

31.9 



9.4 

8.3 

27.7 

45.4 



5.0 

7.2 

14.3 

26.5 




2.5 

26.0 

28.5 

10.0 

10.0 

10.0 

10.0 

10.0 

50.0 

15.4 

14.0 

30.5 

36.1 

86.2 

182.2 


How much has your company invested in research and development of wind, solar, and 
geothermal energy in each of the last five years? Compare the answer to each of the three above 
questions with the aggregate compensation of your top 10 executives and, separately, your 
budget for travel, entertainment, and other fringe benefits. 

The chan below reflects the aggregate salary and benefits of the top executives of BP 
whose compensation is publicly available. 


Compensation ($m) 

2003 

2004 

2005 

2006 

2007 

Salary 

$6,434 

$6, 155 

$6,462 

$7, 198 

$7,91 1 

Bonus 

$8,592 

$9,612 

$7,365 

$4,021 

$10,013 

Benefits 

$515 

$397 

$ 361 

$397 

$766 

Deferred 

Compensation 

$7,362 

$8,015 

$13,727 

$8,783 

$872 

Pension 

$7,886 

$9,422 

$10,529 

$7,777 

$15,917 

Total 

$30,789 

$33,602 

$38,443 

$28,175 

$35,479 
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The table below reflects aggregate travel and entertainment expense for BP globally and 
in the US (rounded to the nearest $10m). 


T&E ($m) 



2003 

2004 

2005 

2006 

2007 

Global 

390 

640 

610 

700 

840 

US 

150 

210 

230 

250 

290 
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SENATOR KOHL’S FOLLOW-UP QUESTIONS FOR HEARING ON 
“EXPLORING THE SKYROCKETING PRICE OF OIL” 


For Robert A. Malone 

1. We all recognize that the anti-competitive actions of the OPEC carte! have an important role to play in 
higher gas prices. In your estimation what would a gallon of gas cost if there was no supply limits 
imposed by the OPEC cartel? 

OPEC’s influences the market in two ways: Members collectively seek to manage production levels, 
and individually manage production capacity within their own countries. Last year, according to 
DOE/E1A data, OPEC members participating in production cuts (all members but Angola and Iraq) 
reduced crude oil output by 700,000 b/d. This was a substantial contributing factor behind the 
increase in oil prices over the past year and half: The exact dollar impact is impossible to calculate, 

• Currently, however, DOE/EIA data shows that most OPEC members are producing at full 
capacity, with only Saudi Arabia holding significant spare capacity... spare capacity which 
the Saudi government has stated is akin to the strategic petroleum reserve in that it is 
reserved for supply emergencies. 

Equally important is the control OPEC members — and many other countries , including the US — 
exercise in limiting access to oil resources and therefore production capacity. The BP Statistical 
Review of World Energy shows that global proved oil reserves are sufficient to support growing 
levels of production for decades to come — and in fact proved reserves have tended to rise over time. 
But constraints on economically rational investment have limited the ability of global oil supply to 
rise to meet growing demand, another key contributor to the increase in oil prices in recent years. 

2. The FTC has testified to the Antitrust Subcommittee that 85 % of the variability in the cost of gasoline 
is caused by changes in the 

We absolutely agree with the FTC’s conclusion that the vast majority of the variability in gasoline 
costs — and prices — is due to changes in crude oil prices. Using official DOE annual data for the US 
from 1985 - 2007 , our figure is even higher: 95%. 

In other words, the price of crude oil is — by far — the most important factor driving changes in US 
gasoline prices. 

3. In your opinion, how much of the price of crude oil is due to the speculation by oil traders? 

BP agrees with the CFTC, which has concluded that “ there is little evidence that changes in 
speculative positions are systematically driving up crude oil prices. ” In his April 3, 2008 testimony 
before the Senate Committee on Energy and Natural Resources, CFTC Chief Economist Jeffrey 
Ffarris stated: 

Given the relative stability of the makeup of participants and their positions in the markets and 
the absence of evidence that speculation has caused oil price changes, it appears that 
fundamentals provide the best explanation for crude oil price increases. These fundamentals can 
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be either broad factors that affect many markets — like the value of the dollar or general inflation 
fears — or factors particular to a market — such as strong demand from China and India for crude 
oil and other commodities. In addition, geopolitical events, such as tensions involving Venezuela , 
Nigeria, Iran * Iraq, Turkey and the Kurds have affected commodity markets, especially the energy 
and precious metals markets . 

The price of crude oil reflects the forces of supply and demand as they exist at any given time - it is 
not possible to say what the price of crude oil “ should be ” apart from those market forces of supply 
and demand. 

4. Many experts believe that one important reason for excessive speculation in oil is low margin 
requirements in oil commodity trading. Unlike with respect to many other commodities and the stock 
market* a trader can speculate in this market with very small amounts of money, as margin requirements 
are as low as 8 percent. Do you agree with these experts that margin requirements should be increased in 
oil trading markets in order to reduce speculation? 


If the margin requirements are increased substantially this will likely lead to fewer investors using 
energy as an asset class. However, investors, speculators, and large traders generally are less 
constrained by capital requirements than smaller producers or hedgers. 

While most investors would look at the underlying volatility, momentum, and correlation to the other 
assets in their portfolio before choosing to invest in energy, it is also true that the carrying costs of 
their positions influence the viability of energy in their portfolio. 

Therefore we expect that any increase in the margin requirements will decrease activity and 
therefore decrease liquidity - quite possibly increasing volatility in price movements. 

But not only speculators would be affected by increased margin calls. Increased margin 
requirements (if applied across the board ) will make it more expensive, perhaps prohibitively so, for 
some producers and end users to use futures as a hedge. This will again decrease participation, 
increase volatility, and jeopardize the smooth operation of physical delivery of energy contracts. 

There could be a move away from the margined exchanges into the un-margined and less transparent 
OTC markets. If the exchanges outside the US did not raise their margin requirements, participants 
could be attracted offshore. 

Clearer reporting requirements would be a more effective way to monitor and control activity. 

5. Much of the crude oil U.S. oil companies refine into gasoline and other petroleum products comes 
from their own oil fields. Overall, the U.S. produces about 40% of the crude oil it consumes. The cost to 
produce this oil domestically should not be affected in any way by the rising worldwide price of crude 
oil. So why should the rising price of crude oil on the international markets lead to higher prices with 
respect to petroleum products refined from your own domestically produced oil? Are American oil 
companies just profiteering with respect to the oil that comes from the oil fields they own in the United 
States? 

The price for crude oil is set by global forces of supply and demand, rather than the cost of 
production. In his April 3, 2008 testimony before the Senate Committee on Energy and Natural 
Resources, CFTC Chief Economist Jeffrey Harris stated: 
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Given the relative stability of the makeup of participants and their positions in the markets and 
the absence of evidence that speculation has caused oil price changes , it appears that 
fundamentals provide the best explanation for crude oil price increases. These fundamentals can 
be either broad factors that affect many markets — like the value of the dollar or general inflation 
fears — or factors particular to a market — such as strong demand from China and India for crude 
oil and other commodities. In addition, geopolitical events, such as tensions involving Venezuela 
Nigeria, Iran, Iraq, Turkey and the Kurds have affected commodity markets, especially the energy 
and precious metals markets. 

BP's refining business in the U.S. purchases most of the crude oil it processes from third parties, and 
it must pay the prevailing market prices for that crude. Similarly BP’s refining business pays the 
prevailing market price when it uses BP’s equity crude production. For BP’s exploration and 
production business to unilaterally lower its equity crude prices to its refineries would leave BP 
vulnerable to claims relating to royalty payments owed state and federal governments, severance 
taxes owed, below-cost pricing, unfair business competition, bad faith, and other reputational issues 
from governments, distributors . and competitors. Furthermore, BP does not and cannot set the retail 
price of gasoline at the vast majority of its branded outlets - the retail price is set by independent 
business persons such as jobbers and dealers who own those sites. If BP wholesaled the gasoline to 
those independent business persons at below market prices, there would be no assurance the retail 
price would be set below the market price in the trade area. It would most likely result as increased 
margin for the station owners. 

6. In the last 15 years there has been a tremendous amount of consolidation in the oil industry - in its 
2004 report, the GAO counted 2600 mergers and acquisitions in this industry since the 1990s alone. 
Indeed, almost all the companies represented here today are a product of these mergers. During this 
time, the FTC has approved most of the oil industry mergers it has reviewed, including the gigantic ones 
like Exxon/Mobil, Chevron/Texaco, and Conoco/Phillips. While each one of these mergers may not 
have seemed problematic when reviewed, taken as a whole these mergers have greatly increased 
concentration in the industry. And the GAO concluded that these mergers have raised gasoline prices. 
The GAO is currently updating its 2004 study at the request of me and some of my colleagues. 

What is your view of the effects of these mergers on competition in your industry and the price of 
petroleum products? And please predict whether we are likely to see even more consolidation in the 
years ahead. 

BP agrees with the Federal Trade Commission that the GAO report should not be relied upon in 
making policy. As stated by the FTC: 

The GAO report still contains major methodological mistakes that make its quantitative analyses 
wholly unreliable. It relies on critical factual assumptions that are both unstated and unjustified, and 
it presents conclusions that lack a quantitative foundation. Simply stated, the GAO report is 
fundamentally flawed . 1 


1 Prepared Statement of the Federal Trade Commission titled “Market Forces, Anticompetitive Activity, and Gasoline Prices: 
FTC Initiatives to Protect Competitive Markets, presented by William E. Kovacic, General Counsel, Before The 
Subcommittee on Energy Policy, Natural Resources and Regulatory Affairs Committee on Government Reform United States 
House of Representatives (July 7, 2004) at 8. 
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Even if you take the conclusions of the GAO Report at face value, the GAO concluded that two of the 
transactions studied led to decreases in wholesale prices and the results from one of the transactions 
was inconclusive . This suggests that in at least some cases, integration can lead to lower prices. In 
the absence of any clear metric as to which transactions will lead to lower prices and which will lead 
to higher prices, any disincentive for further integration has the potential to lead to economic 
inefficiencies and higher costs for consumers. 

As to consolidation and concentration in the market place, consolidation has allowed BP to compete 
in this global environment. Even after mergers such as BP's, the FTC has determined that the U.S. 
domestic oil and natural gas industry remains highly competitive, highly regulated and 
unconcentrated because retail gasoline is sold largely through independent dealers who face stiff 
competition. 

The price of gasoline is largely dependent on the price of crude oil. And, current sources of crude oil are 
expensive and challenging to obtain. In the last five years, BP has invested more than $30 billion dollars into 
energy investments in the United States. BP's size and scale allows the company to continue to increase both 
its crude oil production and long-term reserve base in the United States , while also investing in new 
alternative and renewable energy technologies. 

BP’s consolidation with Amoco and ARCO has allowed significant investment into its facilities and 
infrastructure at approximately $700 million a year. Finding and producing oil and gas today requires 
greater scale to meet the challenges posed by greater technical, logistical, financial and permitting hurdles. 
For example , BP is currently working with others to invest in a pipeline to bring Alaska natural gas to 
consumers in the US Midwest. 

BP is also using investment to find new oil and gas reserves in the deep water Gulf of Mexico; this exploration 
would most likely have overwhelmed a smaller company. These projects are extreme in every way - extremely 
risky, extremely large, extremely deep and extremely costly - and present unprecedented technical challenges. 

Finally, BP remains a small player in this global business. Foreign national oil companies control more than 
50 percent of global oil and gas production and more than 80 percent of the world’s oil and gas resents. By 
comparison, BP represented roughly 3 percent of global oil and gas production, and less than one percent of 
global oil and gas reserves. 

It is impossible for BP to predict whether any further consolidation is contemplated among its competitors. 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00181 Fmt 6633 Sfmt6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



176 


U.S. Senate Judiciary Committee 
Hearing on “Exploring the Skyrocketing Price of Oil” 

Written Questions from Senator Richard J. Durbin 

1. Please provide a table displaying, for each year since 2000: 

• the names of the top five most highly compensated individuals in your company 
for that year (with compensation defined to include salary, bonuses, benefits, 
stock options, in-kind gifts, deferred compensation, and other remuneration); 
and 

• the amount of compensation received by each of those individuals, broken 
down by amount and type of compensation. 

Answer : [See Attachment 1] This is the executive compensation information reported in our 
annual proxy statements to shareholders and the SEC. These data cover the years from 2001 (the 
first consolidated reporting year following the Chevron/Texaco merger) to the most recent 
statement covering 2007. 


2. Please provide a table displaying the following information for your company for each 
year since 2000: 

• revenue 

• net income 

• return on equity 

• total capital investment 

• oil development investment 

• refinery investment 

• alternative energy research and development 

• cash holdings 

• marketing expenses 

Answer : Following is a table delineating the information requested since 2001 for Chevron’s 
worldwide operations. We exclude data from 2000 because the merger between Chevron and 
Texaco in 2001 distorted the comparative data in years prior to the merger. 


Chevron Corporation (Millions of 


Dollars) 

2007 

2006 

2005 

2005 

2003 

2002 

2001 

Total Revenue and Other Income 

$220,904 

$210,1 18 

$198,200 

$155,300 

$121,277 

$98,537 

$105,702 

Net Income 

$18,688 

$17,138 

$14,099 

$13,328 

$7,230 

$1,132 

$3,288 

Return on Average Stockholders' Equity 

25.6% 

26.0% 

26.1% 

32.7% 

21.3% 

3.5% 

9.8% 

Cash and Cash Equivalents 

$7,362 

$10,493 

$10,043 

$9,291 

$4,266 

$2,957 

$2,1 17 

Capital and Exploratory Expenditures 

$20,026 

$16,611 

$1 1,063 

$8,315 

$7,363 

$9,255 

$12,028 

- Exploration and Production 

$15,538 

$12,189 

$8,389 

$6,32 1 

$5,675 

$6,283 

$7,129 

- Refining 

$2,207 

$1,980 

$1,134 

$643 

$470 

$599 

$669 

-Marketing 

$598 

$530 

$463 

$425 

$349 

$378 

$836 


As we have testified, globally Chevron has spent more than $2 billion since 2002 on a broad 
range of renewables and energy efficiency. Between 2007 and 2009, we have announced plans 
to spend an additional $2.5 billion on renewable technologies and energy efficiency solutions. 


June 13, 2008 


Page 1 of 23 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00182 Fmt 6633 Sfmt6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



177 


The annual totals or more detailed breakout of these expenditures is proprietary business 
information, which we need to keep confidential for competitive reasons. 

We don’t aggregate, report, or publicly divulge unaudited marketing expenses which require 
arbitrary assumptions and could disclose Chevron’s business strategies. 

3. Several weeks ago, the Wall Street Journal’s Market Watch quoted an industry analyst as 
estimating that about S25 to $30 of the price per barrel of crude oil may be attributed 
solely to speculation. 

a) Does your internal research support that analysis? 

b) What in your view is the price per barrel that can be justified purely by the 
supply and demand in the market? 

c) What steps do you think should be taken to protect consumers from the effects of 
excessive speculation in the trading markets for oil? 

Answer : Many factors influence the price of oil, including supply and demand, perceptions of 
market trends, geopolitical instability, commodity investments, and the devaluation of the dollar. 
We don't have the ability to quantify the impact of these factors. While speculation can be a 
factor in any commodity market, including oil, we believe it is unlikely that speculative financial 
trading has a significant effect on crude prices over the long term. 

Our view is that efficient and transparent markets work, and measures to increase transparency 
may be helpful. 

4. In your testimony, you claim that consolidation in the oil industry has been necessary to 
enable your company to compete globally. However, a 2004 GAO study found that 
consolidation and mergers in the oil refinery industry, “generally led to higher wholesale 
gasoline prices in the United States.” As a result of all the mergers, the largest five oil 
companies now control 55% of the refining market, and the largest 10 dominate 81%. 

a) In your view, how has market concentration in the refinery industry affected the 
price of gasoline? 

b) Do you see a link between market concentration and reduced refinery production? 


June 13,2008 
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c) How much would increased refinery production lower gasoline and diesel prices? 

Answer : The oil and gas business in the U.S. remains extremely competitive. Chevron’s 
U.S. production of approximately 410,000 barrels of crude oil per day represents about 8 
percent of U.S. total. U.S. transportation fuel markets are not only well supplied but also 
highly competitive. We are the sixth largest U.S. refiner and operate five of the nation’s 
roughly 150 refineries, with a market share of less than six percent. Marketing operations 
are similarly competitive. Chevron is the fourth largest U.S. branded marketer operating 
under the Chevron and Texaco brands. We have roughly 9,700 of the country’s 1 68,000 
branded stations. And it’s important to note that 95 percent of our stations are operated 
by independent business people, who must compete aggressively against at least 40 other 
companies. 

We believe that the referenced mergers as approved by the FTC with associated 
mandated divestitures were not injurious to competition. Industry structure varies greatly 
from industry to industry, and depends upon the costs of entry, capital intensity, 
technology, economies of scale, historical developments, the regulatory environment, and 
many other factors. The true level of competition in an industry often depends more 
upon these factors than on the number of mergers or on formal industry concentration 
measures. In fact, many industries, including automobile manufacturing, airline travel, 
and commercial banking, are far more concentrated than the petroleum industry. 

Finally, the refined products market in the U.S. is well supplied. Over the time frame of 
the mergers, refinery production has steadily increased. U.S. refinery capacity has 
increased by 20% over 1985 levels. 

U.S. energy companies need the scale that is necessary to partner and compete with large 
national oil companies to gain access to critically needed energy resources that fuel 
America’s cars, heat America’s homes and power America’s businesses. 

Because of the many variables involved, including import availability, we can’t predict 
the effect of increased refinery production on motor fuel prices. However, we note that 
the primary reason for the recent rise in gasoline and diesel prices is the global rise in 
crude oil prices. 

5. In the last couple of weeks, we have seen the release of a handful of reports that 
claim that our use of ethanol has displaced a certain amount of gasoline from the 
nation's pool of transportation fuels, and that the displacement of more expensive 
gasoline with less expensive ethanol has resulted in lower consumer prices at the gas 
pump. These experts say that the savings have been between 15-20%, which would 
translate into about $400-5600 of savings per family or about $50 billion to $75 
billion saved nationwide. 

a) What is the effect on retail gasoline prices of cheaper ethanol being blended into 
gasoline? 


June 13,2008 


Page 3 of 23 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00184 Fmt 61 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 


SI 


I 



179 


Answer : Ethanol is only one of a number of factors in fuel costs, but to a much lesser 
extent than crude oil because of the relatively low ratio of ethanol in gasoline. 

b) If the renewable fuels mandate were waived this year and nine billion gallons of 
ethanol were removed from the market, additional petroleum would need to be 
"found" to replace this fuel. Some economists say that prices would increase by as 
much as 50 cents to 80 cents per gallon based on standard calculations. Based on 
your historical observations, would you expect to see that large of an increase? 

Answer : We can’t predict how a hypothetical waiver of the renewable fuels mandate 
would impact gasoline prices. They are determined by supply, demand and competition. 

c) One of the challenges to making production and the mandate sync up is 
associated with the infrastructure needed to develop the biofuels industry. What is 
your position regarding higher blend levels of ethanol and the deployment of pumps 
capable of dispensing F.-85? 

Answer: Chevron supports blending additional ethanol into gasoline up to 10 percent by 
volume (E10), the current amount allowed by law for use in conventional vehicles. Since 
compliance with the Renewable Fuel Standard will likely require fuel providers to blend 
more than this amount within in a few years, we support increased research and 
development into biofuels derived from non-food feedstocks (e.g., cellulosic renewables). 

Consideration should be given to commissioning a national study of the feasibility of 
widespread use of ethanol-blended gasoline with levels of ethanol greater than 10% (i.e., 
between El 1 and E85). The study should review the production and infrastructure 
constraints on increasing the content of ethanol in gasoline beyond 10%, including issues 
relating to the fungibility of gasoline supplies within and between markets, states, and 
regions, and laws that currently preclude blending ethanol greater than 10 %. It 
should also evaluate the economic, infrastructure, and transportation impacts on the 
gasoline refining, distribution, and retailing industries, and on consumers of gasoline in 
on-road, off-road, marine, and equipment uses. The study will also analyze the 
environmental impacts of ethanol blends higher than 10% on evaporative and exhaust 
emissions, as well as on other environmental media such as groundwater, surface waters, 
land and waste streams. Finally, it should consider other potential impacts of ethanol 
blends higher than 10%, such as their effects on the operation, durability, performance, 
and safety of engines that might be fueled with such blends. 

It would be beneficial to convene all major industry stakeholders, as well as other 
significant parties such as academic institutions, environmental organizations, and States 
in an effort to obtain broad agreement on a single blend of gasoline above E10 (i.e., 
between E! 1 and E85) that would be suitable for adoption and implementation in the 
United States by ASTM International. The single blend would seek to optimize the 
environmental, fuel economy, and energy security benefits of blending biofuels into 
transportation fuels 
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Chevron’s marketers and retailers are not prohibited from selling E-85 (or other non- 
Chevron products) at their Chevron or Texaco branded stations and some of our dealers 
do sell E-85. Chevron has developed guidelines for the sale of E85, should marketers 
and retailers chose to sell that product 
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SENATOR KOHL’S FOLLOW-UP QUESTIONS FOR HEARING ON 
“EXPLORING THE SKYROCKETING PRICE OF OIL” 


1. Wc all recognize that the anti-competitive actions of the OPEC cartel have an important 
rote to play in higher gas prices. In your estimation what would a gallon of gas cost if there 
was no supply limits imposed by the OPEC cartel? 

Answer : If demand and other market factors were to stay constant, over time an increase 
in supply from OPEC or elsewhere including additional production from the United 
States would place downward pressure on crude prices, and eventually motor fuel prices. 

These factors are dynamic and therefore we can’t estimate what a gallon of gasoline 
would cost in response to actions taken by OPEC. 

2. The FTC has testified to the Antitrust Subcommittee that 85 % of the variability in the 
cost of gasoline is caused by changes in the price of crude oil. Do you agree? 

Answer : 

We understand that the FTC bases this estimate on various studies which we have not analyzed 
and therefore are not in a position to question or affirm the specific assertion. 

Over time, there is a strong correlation between crude oil and gasoline price movement. 

As we demonstrated in our written testimony, the largest portion of the cost of gasoline is 
crude oil, and today’s high gasoline prices are a direct result of the increased cost of 
crude oil. 

However crude oil and gasoline are sold in different markets - crude oil is a global 
commodity, while gasoline can be affected by supply, demand, and competition in local 
markets. As the example in our testimony illustrated, these market forces have prevented 
gasoline prices from keeping pace with the rising prices of crude oil. 


3. In your opinion, how much of the price of crude oil is due to the speculation by oil 
traders? 

Answer : We believe it is unlikely that speculative financial trading has a significant 
effect on crude prices over the long term. Many factors influence the price of oil, 
including supply and demand, perceptions of market trends, geopolitical instability, 
commodity investments, and the devaluation of the dollar. Speculation can be a factor in 
any commodity market, including oil. Over the long term we don't see speculators 
dominating the market - it is too large. We don’t have the ability to quantify the impact 
of various factors that influence the price of crude oil. 

4. Many experts believe that one important reason for excessive speculation in oil is low 
margin requirements in oil commodity trading. Unlike with respect to many other 
commodities and the stock market, a trader can speculate in this market with very small 
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amounts of money, as margin requirements are as low as 8 percent. Do you agree with 
these experts that margin requirements should be increased in oil trading markets in order 
to reduce speculation? 

Answ er: Our view is that efficient and transparent markets work. 


5. Much of the crude oil Chevron and the other U.S. oil companies refine into gasoline and 
other petroleum products comes from their own oil fields. For example, according to your 
annual report, in 2004 Chevron produced 505,000 barrels of oil per day in the United 
States, more than 55% of your domestic refining capacity. Overall, the U.S. produces about 
40% of the crude oil it consumes. The cost to produce this oil domestically should not be 
affected in any way by the rising worldwide price of crude oil. So why should the rising 
price of crude oil on the international markets lead to higher prices with respect to 
petroleum products refined from your own domestically produced oil? Are the oil 
companies just profiteering with respect to the oil that comes from the oil fields they own in 
the United States? 

Answer : Crude oil is a globally traded commodity which is efficiently moved around the 
world to minimize transportation expenses, and whose prices are determined by various 
factors in a world market. As your question points out, imported crude oil accounts for 
about 60% of the crude oil consumed in the U.S. A small portion of the crude Chevron 
produces is refined at Chevron facilities. It is not realistic to expect domestic crude oil 
producers to sell their production in the U.S. for less than it is worth on the world market. 

The federal government imposed price controls on domestically produced oil during the 1970s 
with disastrous results. Production was discouraged, shortages developed, crude oil imports 
increased, and fuel prices rose to significantly higher levels than prevailed once the controls were 
finally lifted. Serious distortions also occurred because some refiners had greater access to 
price-controlled domestic oil than other refiners that had to pay the world price for imported oil. 

6. In the last 15 years there has been a tremendous amount of consolidation in the oil 
industry - in its 2004 report, the GAO counted 2600 mergers and acquisitions in this 
industry since the 1990s alone. Indeed, almost all the companies represented here today are 
a product of these mergers. During this time, the FTC has approved most of the oil 
industry mergers it has reviewed, including the gigantic ones like Cxxon/Mobil, 
Chevron/Texaco, and Conoco/Phiilips. While each one of these mergers may not have 
seemed problematic when reviewed, taken as a whole these mergers have greatly increased 
concentration in the industry. And the GAO concluded that these mergers have raised 
gasoline prices. The GAO is currently updating its 2004 study at the request of me and 
some of my colleagues. 

What is your view of the effects of these mergers on competition in your industry 
and the price of petroleum products? And please predict whether we are likely to 
see even more consolidation in the years ahead. 
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Answer: We believe that the referenced mergers as approved by the FTC with associated 
mandated divestitures were not injurious to competition. Industry structure varies greatly 
from industry to industry, and depends upon the costs of entry, capital intensity, 
technology, economies of scale, historical developments, the regulatory environment, and 
many other factors. The true level of competition in an industry often depends more 
upon these factors than on the number of mergers or on formal industry concentration 
measures. In fact, many industries, including automobile manufacturing, airline travel, 
and commercial banking, are far more concentrated than the petroleum industry. 

The petroleum industry is very capital intensive and the leading companies operate 
globally; hence, they are very large in size, but their shares of market within regional and 
local distributive areas in the U.S. are well within competitive norms. 

The market price of petroleum products derives from the price of crude oil and other inputs to 
the refining process and the supply of and demand for petroleum products. Chevron mergers 
have resulted in operating expense reductions, optimization of capital and exploratory 
expenditures, and having greater technical, financial and other resources available to most 
efficiently pursue large project development to bring new energy supplies to market in a manner 
that benefits both stockholders and consumers. 

It is impossible to predict whether we will see more consolidation. Many capital 
intensive industries have tended to consolidate over time, but technological 
developments, changing economics and divestitures have created new competitors. We 
are now in a period of great change in the energy sector. With significant investment 
needed to provide new energy supplies and to develop new technologies and alternative 
fuels, it is likely the industry will continue to evolve, which may include additional 
merger activity. 
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Questions of Chairman Patrick Leahy 
Following the Senate Judiciary Committee Hearing 
“Exploring the Skyrocketing Price of Oil” 


1. Mr. Hofmeister testified last week that the price of crude oil should be in the 
range of S35 to S65 a barrel. If the price of crude oil on the world market returned 
to that competitive level, what could your company charge for a gallon of gas and 
remain profitable? 

Answer : As we testified, the price of crude is affected by various factors. A reduction of 
raw material costs will place downward pressure on motor fuel prices. We can’t predict 
with any precision what will happen to gasoline prices if crude oil costs decline because 
gasoline prices are determined by the marketplace forces of supply, demand, and 
competition. 

2. Each of your companies is vertically integrated from oil exploration and 
production through refining and retail gasoline sales. 1 understand that the price of 
crude oil is set on the world market, and that your companies, for the most part, sell 
the crude oil they produce on the market and then buy back the crude oil that they 
refine, I further understand that each of your companies refines more oil than it 
produces. The efficiencies that come from vertical integration, however, should 
include the ability to refine the oil that you produce in a manner that is less 
expensive than if purchased in the commodities market. 

(a) What is your company doing to make vertical integration work for 
consumers? 

(b) If your company refined only the oil that it actually produced, rather 
than buying and selling on the world market, what price could it charge 
for a gallon of gas today and remain profitable? 


Answer : 

Today’s energy reality is global, vast, complex, and brings with it significant challenges. 
Integrated companies are meeting these challenges which require scale, specialized 
expertise, advanced technology, financial strength, and human energy to search for the 
next source of energy and deliver it to consumers in markets on six continents. Increasing 
energy supplies and improving efficiencies in getting those supplies to market will result 
in fueling vehicles, heating homes and powering businesses. 

Crude oil is a globally traded commodity which is efficiently moved around the world to 
minimize transportation expenses, and whose prices are determined by various factors in 
a world market. A small portion of the crude Chevron produces is refined at Chevron 
facilities. It is not realistic to expect domestic crude oil producers to sell their production 
for less than it is worth on the world market. Trading oil produced in one area and buying 
it back in another is simply a way to reduce transportation expenses or more simply 
stated preventing different crude oils from passing one another in opposite directions. It 
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would be wasteful, more costly to consumers, and in fact impossible in the existing 
infrastructure to only refine one’s own proprietary crude oil in every refinery. 

We can’t predict what would happen to gasoline prices if we were able to refine only our 
own crude oil, particularly considering that we refine in the U.S. roughly twice the 
amount we produce. It is apparent that doing so would take away transportation and 
trading efficiencies that characterize the current market. Added operating costs on 
industry participants would most likely put upward pressure on prices. 

3. How much has each of your companies spent, directly or indirectly, on studies 
and reports on climate change? Please specify the studies and reports produced with 
your companies direct or indirect support. 

Answer : Chevron contributes to the funding of academic research programs on climate 
science, engineering, and economics policy research at the Massachusetts Institute of 
Technology (MIT) Joint Program on the Science and Policy of Global Change; MIT 
Carbon Sequestration Initiative; International Energy Agency’s Greenhouse Gas R&D 
Programme; Global Energy Technology Strategy Program of the University of Maryland; 
and the Pacific Northwest National Laboratory, for a total of approximately $233,000 
annually. In addition, Chevron also provides approximately $50,000 annually to the non- 
profit organization Resources for the Future which conducts independent research on 
environmental and energy issues. Climate change is addressed as part of their research 
portfolio. 

A list of publications from the MIT programs can be found here. 
http://web.mit.edu/globalchange/www/reports.htm l 

A list of the publications from the IEA GHG R&D Programme can be requested here. 
http://www.ieagreen.org.uk/publications.htnil 

A list of the publications from the Global Energy Technology Strategy Program of the 
University of Maryland and the Pacific Northwest National Laboratory can be found 
here. 

htt p://www.pnl.gov/gtsp/publications/ 

Chevron provides general support to a broad range of organizations active in public 
policy dialogue. These organizations include the Brookings Institute, the Center for 
Strategic and International Studies, the Council on Foreign Relations, the Heritage 
Foundation, the Bipartisan Policy Center, and the American Enterprise Institute. Our 
general support is not earmarked for climate change policy research but given the 
prominence of the issue these organization are all engaged in work around climate 
change policy. 

Chevron's experts have also actively participated in the fourth assessment process (2004- 
2007) of the Intergovernmental Panel on Climate Change and have been recognized 
individually by the 1PCC in the form of a certificate presented to these Chevron staff 
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experts, signed by R. K, Pachauri, chairman of the IPCC and Renate Christ, secretary of 
the IPCC, in relation to "...contributing to the award of the Nobel Peace Prize for 2007." 

Chevron was also actively involved developing the core recommendations of the 
National Petroleum Council study, which recognized that reducing carbon emissions and 
enhancing energy security are dual, interdependent challenges. 
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Questions of Senator Sheldon Whitehouse 
Following the Senate Judiciary Committee Hearing 
on 

“Exploring the Skyrocketing Price of Oil” 

1) Has your company, any subsidiary, or any entity acting under common 

ownership or control, financially contributed to any organizations that study 
global warming or climate change? If so, which are those organizations and how 
much in total has your company given to each one? 

Answer : Chevron recognizes and shares the concerns of governments and the public 
about climate change and we are actively participating in the development of climate 
change policy and regulations in the U.S. and abroad. Chevron contributes to the funding 
of academic research programs on climate science, engineering, and economics policy 
research at the Massachusetts Institute of Technology (MIT) Joint Program on the 
Science and Policy of Global Change; MIT Carbon Sequestration Initiative; International 
Energy Agency’s Greenhouse Gas R&D Programme; Global Energy Technology 
Strategy Program of the University of Maryland; and the Pacific Northwest National 
Laboratory, for a total of approximately $233,000 annually. In addition. Chevron also 
provides approximately $50,000 annually to the non-profit organization Resources for the 
Future which conducts independent research on environmental and energy issues. 

Climate change is addressed as part of their research portfolio. 

A list of publications from the MIT programs can be found here. 
http://web.mit.edu/globalchange/www/reports.html 

A list of the publications from the 1EA GHG R&D Programme can be requested here. 
http://www.ieagreen.org.uk/publications.html 

A list of the publications from the Global Energy Technology Strategy Program of the 
University of Maryland and the Pacific Northwest National Laboratory can be found 
here. 

htt p://www.pnl.gov/atsp/publications/ 

Chevron provides general support to a broad range of organizations active in public 
policy dialogue. These organizations include the Brookings Institute, the Center for 
Strategic and International Studies, the Council on Foreign Relations, the Heritage 
Foundation, the Bipartisan Policy Center, and the American Enterprise Institute. Our 
general support is not earmarked for climate change policy research but given the 
prominence of the issue these organization are all engaged in work around climate 
change policy. 

Chevron's experts have also actively participated in the fourth assessment process (2004- 
2007) of the Intergovernmental Panel on Climate Change and have been recognized 
individually by the IPCC in the form of a certificate presented to these Chevron staff 
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experts, signed by R. K. Pachauri, chairman of the IPCC and Renate Christ, secretary of 
the IPCC, in relation to .contributing to the award of the Nobel Peace Prize for 2007." 

Chevron was also actively involved developing the core recommendations of the 
National Petroleum Council study, which recognized that reducing carbon emissions and 
enhancing energy security are dual, interdependent challenges. 


Response to questions 2-11 regarding contributions to specific organizations: 

These data reflect cumulative contributions to the subject organizations between 2001 
and the present. 2001 is the first year with consolidated operations following the Chevron 
Texaco merger. 


Organization 

Cumulative amount 
contributed 

Years contributed 

American Legislative Exchange 
Council 

$136,440 

2001 to present 

Cato institute 

$30,000 

2001 to 2003 

Committee for a Constructive 
Tomorrow 

$50,000 

2001 to 2005 

Annapolis Center for Science-Based 
Public Policy 

None 


Acton Institute for the Study of 
Religion and Liberty 

None 


Center for the Study of Carbon 

Dioxide and Global Change 

None 


Frontiers of Freedom Institute 

$5,000 

2001 

George C. Marshall Institute 

$5,000 

2006 

Heartland Institute 

None 


Institute for Energy Research 

None 



These contributions are for general support for the organizations in question. Regarding 
the statements on climate change attributed to each organization in the questions below, 
we have not reviewed or approved these statements. 

2) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the American Legislative Exchange 
Council? If so, how much has it contributed? Does your company agree with the 
American Legislative Exchange Council’s opinion that increasing levels of 
carbon dioxide are not causing glaciers to retreat? 

3) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Cato Institute? If so, how much has 
it contributed? Either way, does your company agree with Cato Institute 
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commentary that “science no longer provides justification for any rush to pass 
drastic global warming legislation.”? 

4) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Committee for a Constructive 
Tomorrow? If so, how much has it contributed? Does your company agree with 
the Committee for a Constructive Tomorrow that “recent glacial retreats, sea- 
level rise and migrations of temperature sensitive species are all within the 
bounds of known natural variability.”? 

5) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Annapolis Center for Science- 
Based Public Policy? If so, how much has it contributed? Does your company 
agree with an Annapolis Center for Science-Based Public Policy report that 
states “climate models may never be able to make greenhouse-warming 
predictions with certainty?” 

6) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Acton Institute for the Study of 
Religion and Liberty? If so, how much has it contributed? Does your company 
agree with Acton Institute for the Study of Religion and Liberty commentary 
that it is a “myth that [global warmingl is an emergency that demands a drastic 
cutback in CO-2 emissions” and that “making a case against CO-2 without 
making a case against nature is like making an omelet without breaking the 
proverbial egg. It is impossible.”? 

7) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Center for the Study of Carbon 
Dioxide and Global Change? If so, how much has it contributed? Does your 
company agree with the Center for the Study of Carbon Dioxide and Global 
Change that “there is no compelling reason to believe that the rise in 
temperature was caused by the rise in CO-2.”? 

8) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Frontiers of Freedom Institute? If 
so, how much has it contributed? Does your company agree with the Frontiers of 
Freedom Institute that S.2191, America’s Climate Security Act, is “a hyped-up 
rallying cry against a ‘problem’ that scientists can't even agree exists in the first 
place.”? 

9) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the George C. Marshall Institute? If so, 
how much has it contributed? Does your company agree with the George C. 
Marshall Institute that there is a “shattered consensus” on the state of global 
warming? 
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10) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Heartland Institute? If so, how 
much has it contributed? Does your company agree with the Heartland Institute 
that “there is no consensus about the causes, effects, or future rate of global 
warming,” and that “most climate scientists doubt the reliability of computer 
models and the accuracy of land-based temperature records,” and that “reports 
by the IPCC are unreliable due to political editing and rewriting of the reports’ 
conclusions,” and that “some of the key evidence cited in past IPCC reports has 
been shown to be fraudulent.”? 

1 1) Has your company, any subsidiary, or any entity acting under common 
ownership or control ever contributed to the Institute for Energy Research? If 
so, how much has it contributed? Does your company agree with the Institute for 
Energy Research that global climate change is a “craze... fueled by alarmist 
rhetoric and trumped up scientific claims.”? 

12) At a time when gasoline prices were near record highs, your five companies 
earned record-breaking profits last year: $116 billion. ExxonMobil made $40.6 
billion last year, which is more than the all federal highway spending and about 
as much as the entire credit card industry earned that year. Since 2002, your five 
companies have consistently broken profit records. If you continue to profit this 
year at the pace you did in the first quarter, you are once again poised to smash 
profit records, not just for your industry, but for all industries. Please explain 
why what, in raw numbers, may be the most profitable industry in history needs 
the multi-billion dollar Section 199 domestic manufacturing tax breaks enacted 
in 2004. Why aren’t those profits adequate to provide access to capital without 
those tax incentives? 

Answer : Any increase in taxes on the industry will result in less capital available for *• [Form atted: Bullets and Numbering ] 
new investments in energy projects, at a time when we need more investment. 

The Section 199 provision was designed to encourage domestic jobs in various industries. 

Including Section I99’s tax benefits encourages new U.S. oil and natural gas production and 
investments in new petroleum refining capacity. Comparatively costly domestic energy 

projects become more economically competitive with alternative foreign investments. 

High-paying LF.S. oil industry jobs with excellent health care and other benefits are ♦ ( Formatte d: Bullets and N u mbering ] 

preserved, and development of domestic energy supplies is encouraged. Wc believe 
that the recent punitive proposal to deny this provision to 5 companies is neither good 
energy policy nor good tax policy. 

!3)The petroleum industry operates in an unusual fashion. Your five corporations 
arc integrated oil giants that control all stages of production and distribution. 

From the exploration and mining to the refinement and transportation to the 
moment the customer swipes her Exxon or Shell charge card at the pump, you 
control everything. Are you aware of any other industries that operate in this 
fashion? How would you respond to the suggestion that it may be time to 
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examine whether the vertically integrated ownership structure facilitates price 
gouging and harms consumers? Would you support a Congressionally-directed 
study to examine the effects of your ownership structure? 

Answer : Industry structure varies greatly from industry to industry, and depends upon the 
costs of entry, capital intensity, technologies, economies of scale, historical 
developments, the regulatory environment, and many other factors. There is no single 
company in the U.S. petroleum industry that has sufficient market power to control the 
market. Repeated investigations of the oil industry by federal and state agencies have 
found no evidence of price gouging or anti-competitive behavior by vertically integrated 
companies. 

About 95% of the Chevron and Texaco branded stations in the U.S. are privately owned 
and operated by independent retailers. The FTC has determined that state bans on refiners 
operating retail service stations (so-called “divorcement” laws) have resulted in 
consumers paying higher gasoline prices. 

In the oil industry, vertical integration drives expertise and efficiencies that are needed to 
compete globally within the industry with much larger national oil companies competing 
to develop new energy sources. Today’s global resources are increasingly nationalized, 
and single crude oil and natural gas development projects run in the billions of dollars. 
The search for the next source of energy and delivering it to markets on six continents — 
whether oil or next-generation fuels from renewable sources — takes enormous capital, 
specialized expertise, advanced technology and human energy that characterizes 
Chevron. U.S. energy companies need the scale that is necessary to partner and compete 
with these large national oil companies to gain access to critically needed energy 
resources that fuel America’s cars, heat America’s homes and power America’s 
businesses. 


14) The attached graph illustrates that the growth in profits of your five companies 
over the past six years has outpaced even the sharp increase in the price of 
gasoline. Why is your profit margin rising at a rate that is so much higher than 
the price of your product? 

Answer : In general, the upstream (exploration and production) portion of our business 
has benefited from the recent increase in worldwide crude prices but our downstream 
(refining and marketing) business has not been able to fully recover the increased cost of 
crude oil in the prices received for refined products. While overall our profits have 
increased over the last six yeare, Chevron has also increased its capital and exploratory 
spending a similar amount to find and develop new' energy and invest in critical energy 
infrastructure. 

Response to questions 15-18 regarding Chevron spending: 
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As we have testified, globally Chevron has spent more than $2 billion since 2002 on a 
broad range of renewables and energy efficiency. Between 2007 and 2009, we have 
announced plans to spend an additional S2.5 billion on renewable technologies and 
energy efficiency solutions. 

The annual totals or more detailed breakout of these expenditures is proprietary business 
information, which we need to keep confidential for competitive reasons, 

15) How much has your company invested in research and development of coal to 
liquids technology for use as transportation fuel in each of the past five years? 

16) How much has your company invested in research and development of hydrogen 
technology for use as transportation fuel in each of the past five years? 

17) How much has your company invested in research and development of non-fossil 
fuel renewable energy sources for use as transportation fuel, excluding hydrogen 
technology, in each of the last five years? 

IS) How much has your company invested in research and development of wind, 
solar, and geothermal energy in each of the last five years? 

19) Compare the answer to each of the three above questions with the aggregate 
compensation of your top 10 executives and, separately, your budget for travel, 
entertainment, and other fringe benefits. 

Answer : Please review attachment I for publicly available executive compensation 
information for our five named executive officers. The requested information on the 
other executives is not disclosed due to privacy considerations. Corporate travel and 
entertainment expense detail is not publicly available. 
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Hearing of the Senate Committee on the Judiciary 
“Exploring the Skyrocketing Priee of Oil” 
May 21, 2008 
Questions for the Record 
Senator Dianne Feinstein 


lh 

1. According to the May 15 Congressional testimony of the CFTC’s Chief 
Economist and the CFTC’s Director of Market Surveillance, oil companies are 
driving up the price of oil. These experts stated: “Our studies consistently find that 
when new information comes to the market and prices respond, it is the commercial 
traders (such as oil companies, utilities, airlines) who react first by adjusting their 
futures positions. When these commercial traders adjust their futures positions, it is 
speculators who are most often on the other side of the trade. Price changes that 
prompt hedgers to alter their futures positions attract speculators who change their 
positions in response. Simply stated, there is no evidence that position changes by 
speculators precede price changes for crude oil futures contracts.” CFTC believes 
that oil companies are driving up prices in futures markets, not speculators. Yet, 
during the Judiciary Committee hearing on May 21, Mr. Stephen Smith of Exxon 
Mobil asserted that his firm “does not speculate.” Does your firm buy or sell 
positions in crude oil futures markets? If your firm participates in futures markets, 
can you refute CFTC’s assertion that your firms are driving up oil prices? 

Answer : Generally, we do not use the crude oil futures market to sell forward our crude 
oil production. In our U.S. refining system, we hedge some of our shorter term exposure 
on physical crude purchases using the futures market to manage our exposure on crude 
oil price changes. Hedges are not altered or changed in our physical crude business due to 
price changes. Once hedges are in place, they are normally left in place until the physical 
exposure is no longer present and the crude has been fully priced. 

Many factors in fluence the price of oil, including worldwide supply and demand, 
perceptions of market trends, geopolitical instability, commodity investments, and the 
devaluation of the dollar. While speculation can be a factor in any commodity market, 
including oil, we believe it is unlikely that speculative financial trading has a significant 
effect on crude prices over the long term. 

2. Your firms vehemently oppose legislation - such as the 2007 energy bill tax 
amendment and Senator Reid’s recent legislation to tax windfall oil company profits 
- that would increase the tax burden on oil and gas companies, arguing that 
increased taxation will lead to higher gas prices for consumers. However, you 
argued before the Judiciary Committee that your companies are unable to lower the 
price of oil. You say that you simply take the price in this global marketplace, 
instead of offering oil for sale at a set price and set mark-up. These two positions 
seem inconsistent. Do the economics of your firms influence oil prices, and will oil 
prices go up if your taxes go up? Or do the economics of your firms stand 
independent of oil prices, and will oil prices be set by demand regardless of the 
enormous size of your profits? It can’t possibly be both. 
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Answer : Many factors influence the price of oil, including supply and demand, 
perceptions of market trends, geopolitical instability, commodity investments, and the 
devaluation of the dollar. We don’t have the ability to control or quantify the impact of 
various factors that influence the price of crude oil. 

Taxing oil industry profits discourages long term investment strategies, which could 
negatively impact supplies and create upward pressure on prices. While overall our 
profits have increased over the last six years. Chevron has also increased its capital and 
exploratory spending a similar amount to fmd and develop new energy and invest in 
critical energy infrastructure. 

Oil and gas industry profits are not excessive, compared to other industries. In 2007, the 
oil and natural gas industry earned 8.3 cents for every dollar of sales compared to an 
average of 7.8 cents for Dow Jones Industrial Average companies. More specifically, oil 
and natural gas profit margins, or earnings per dollar of sales, are typically in line with 
the average of other major U.S. manufacturing industries. 

3. The expense and technical challenge of developing new oil resources in harsh 
environments such as the Arctic is a frequently heard rationale for large oil industry 
mergers. Are these projects working out as planned? Can we expect to see large new 
petroleum resources coming on line in the next few years as a result of mergers? 

Answer : Mergers have been driven by the need to operate more efficiently, and to deploy 
capital more effectively. Mergers have allowed international oil companies - such as 
Chevron - to increase investments in key energy basins around the world, which has led 
to more energy production. As noted in our testimony, Chevron currently has a queue of 
40 projects to bring more energy on line where our share of investment is $1 billion or 
more. 

Chevron mergers have resulted in operating expense reductions, optimization of capital 
and exploratory expenditures and greater technical and other resources to pursue 
opportunities that benefits both stockholders and consumers. 

For example, we are working on several deepwater crude oil and natural gas projects in 
the U.S. Gulf of Mexico. One of these, known as Tahiti, offers a typical case study in the 
risks facing this business today in terms of timing, scale and cost. In 2002, we used 
leading-edge technology to drill in 4,000 feet of water and found an estimated 400 
million to 500 million barrels of recoverable resources. It will have taken seven years to 
build the infrastructure required to produce the oil and gas more than 100 miles offshore. 
When Tahiti finally comes online next year, we will have invested $4.7 billion — and 
dedicated personnel and resources for over a decade to manage exploration, permitting, 
engineering and development — before realizing $1 of return on our investment. Once in 
production, Tahiti is expected to produce for up to 30 years. Tahiti is expected to add 
125,000 barrels of oil and 70 million cubic feet of gas per day to the U.S. domestic 
supply. 
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4. To what extent are your refineries able to defer planned maintenance if and when 
refined product markets are tight? Has your company ever deferred refinery 
maintenance to meet a tight marketplace? If so, how frequently has your firm 
deferred maintenance? At what refineries and on what dates? 

Answer : Planned refinery maintenance or turnarounds are scheduled years in advance. 

We have not deferred planned refinery maintenance or turnarounds to meet a tight 
marketplace. 

The safety and reliability of our operations is our highest priority. We are dedicated to 
being a reliable supplier of products to our customers and plan accordingly. Therefore, 
we work hard to increase utilization by improving refinery reliability. It allows us to 
access more of the capacity that already exists within our system to increase supplies to 
the market. 

We plan turnarounds of our refineries with these guiding principles in mind. Scheduled 
turnarounds are important to allow maintenance and ongoing safe operations. These 
projects are complex and require a significant amount of detailed planning and long-lead 
time to procure materials, equipment and skilled contract labor resources. Turnarounds 
are planned 1-6 years in advance, allowing time to rigorously plan, contract for skilled 
resources and delivery of new equipment, coordinate contractor schedules and develop 
supply contingencies for these complex projects - as well as build inventories and 
arrange alternative supplies to provide uninterrupted supplies of our products to our 
customers. 

5. With constraints on the expansion of refinery capacity in California, how do you 
foresee meeting demand for gasoline and diesel in the future? 

Answer : We are investing in our refineries and marketing business to continue to 
improve our ability to supply the products U.S. consumers need. We are investing $2.3 
billion in 2008 in our U.S. refining and marketing assets. Since 2002, we have invested 
$5.2 billion and we have developed additional gasoline production capacity of more than 
1 million gallons of transportation fuel production per day. At present, we are working on 
major projects at each of our big three U.S. refineries. In California, we are advancing 
through the permitting process for projects at our F,1 Segundo and Richmond refineries. 
We are also investing in refineries outside the United States, such as Pembroke, Wales, 
which can produce gasoline to meet U.S. and California specifications. 

Further we all need to moderate the growing demand for energy by increasing efficiency 
of transportation, residential, commercial and industrial uses. Energy efficiency is the 
most immediate and important action that each of us can take to contribute to rising 
energy prices. Increased energy efficiency and conservation will help reduce demand for 
energy and will reduce pressures on the system. 
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6. According to initial research by the Government Accountability Office conducted 
at my request, the San Francisco Bay area has a significant degree of refinery 
market concentration. San Francisco also consistently has some of the highest 
gasoline prices in the United States - higher than other regions of California that 
must use the same reformulated gasoline. Do you believe that the high degree of 
market concentration among refineries in the San Francisco Bay Area is causing 
higher gasoline prices in this area? 

Answer : We don’t believe refinery concentration is contributing to higher gasoline prices 
in the San Francisco Bay Area. It is impossible to know exactly why gasoline prices in 
particular areas move as they do because of a myriad of complex factors. These factors 
include the number and location of gasoline stations in the area, land and building costs, 
labor costs, commute patterns, zoning laws, taxes, business strategies, demographics, and 
so on, which together create a distinct market. 

7. How do pipeline and port constraints affect your ability to provide adequate 
supplies of fuel to consumers? 

Answer : The safe and reliable delivery of quality products to our customers is critical. 
Existing pipeline infrastructure is closer to full capacity now than it has been over the 
past 10-15 years and additional tankage at ports is unavailable. Lack of pipeline and port 
distribution capacity will limit flexibility in meeting short term shifts in demand, 
impacting product availability and price. Therefore, Chevron and other companies have 
projects underway or planned to help debottleneck, upgrade or expand distribution 
infrastructure. 

8. Given the importance of free market competition to the energy sector, what is 
your view of the current 54 cent a gallon tariff on ethanol imports into the United 
States? Do you believe Congress should reduce the tariff, at least to the $0.45 per 
gallon level that blenders receive for using ethanol in the United States? Would you 
endorse legislation to do this? 

Answer : We believe that free and open markets for transportation fuels, where all fuels 
must compete on their own merits, are the best way to deliver the greatest value to our 
customers. Mandates, subsidies, and tariffs can distort those market forces by picking 
winners and reducing the incentive for innovation. With the recent passage of the 
Renewable Fuels Standard (RFS) and significant growth in the mature domestic ethanol 
industry, we believe it makes sense to reevaluate the costs and benefits to taxpayers of 
both of these policies. 

9. It would appear that Russia is currently working to lay claim to the North Pole 
and its natural resources. How would you like to see the situation resolved? What 
role should the U.S. government play? 
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Answer : This is dearly an issue that will require a multilateral consensus among 
stakeholder nations. As such, we think this is an excellent opportunity for U.S. leadership 
toward a cooperative multilateral resolution. 

10. Over half, and in some cases, roughly 75% of the proven reserves of a number of 
American oil companies are located abroad. Looking at, say, Venezuela as an 
example, it seems possible that we are beginning to see a new wave of energy 
resource nationalizations. How is your company working to protect shareholders 
from the adverse consequences of such actions? 

Answer: We operate in a complex global environment, facing a variety of economic, 
geologic and political risks. We have been successful in this challenging environment 
through our technical skill, collaborative approach and commitment to lasting 
partnerships, and in the example cited we continue to return shareholder value from our 
Venezuelan operations. We also strive to maintain a diverse portfolio of assets in 
numerous countries around the world to help minimize and spread the various risks to our 
company. Our current operations span the globe and we currently have 40 major capital 
oil and natural gas projects in the planning, engineering or development stage, each with 
a net Chevron share of the investment over $1 billion. Eight of these projects are in the 
United States — we would welcome the opportunity to invest even more in the U.S., 
through expanded access to promising off-limits areas. 

We take a long term view of the world’s energy challenges, and know we can’t solve 
them alone. The U.S. Government can help. While we know geopolitical challenges 
cannot be resolved overnight, we strongly support and advocate greater international 
engagement among producing and consuming nations, such as that called for by the 
G8+3 Energy Ministers in Japan in June. Dialog to identify both differences and 
common interests, and government to government measures— such as investment treaties 
and free trade agreements — can help promote a more stable international investment 
environment and greater energy cooperation. 

Chevron is working with a broad range of stakeholders to promote these principles. We 
helped develop the core recommendations in the recent National Petroleum Council 
study. The study highlighted the importance of integrated energy, foreign, economic and 
trade policies as well as the need for international engagement and cooperation on energy 
and investment issues. We have worked for years to ensure that energy and energy 
investment remain on the action agenda of the Asia Pacific Economic Cooperation 
(APEC). Our Chairman participates regularly in international fora such as APEC 
participating with thought leaders from around the globe seeking to identify and promote 
areas of common interest and cooperation. Finally, we are participating as a stakeholder 
in the ongoing development of the U.S. trade and investment agenda, reinforcing the 
importance of strong investor protections to enhanced energy security, and advocating the 
inclusion of strong investment protection provisions in trade agreements and investment 
treaties — so that the energy industry can continue to make investments of the size and 
scope necessary to deliver the energy resources that are requisite to drive our economic 
growth. 
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ATTACHMENT I 


Executive compensation information extracted from 

Chevron proxy statements. 

(Also available at: littn:/Avww.ehc vron.com/invcstors/financialin formation/) 
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EXECUTIVE COMPENSATION (2001, 2002) 

SUMMARY COMPENSATION TABLE 


Long-Term Compenvalion 





Annual Co 

mpeitaation 

Awards 

Pityoull 




Name and 

Principal Postlion 

Year 


<SJ 

Bonus’S) 

(Y car 

(2) 

Underlying 

Options 

(#) 

Voted 

Performance 

Units 

<S) 

Nan- 

Stock 

(S) 

Att Other 
Compensation; I 

D J. O’Reilly 

2002 

S 

1,075,000 

S 700,000 

200,000 

S 2.154.240 


$ 

81,209 

Chairman 

2001 

s 

970,833 

S 5,000.000 

150,000 

S 1.143,581 

__ 

$ 

141,853 

P, J, Robertson 

2002 

$ 

615,000 

S 425.000 

8O.0CO 

5 471.240 


$ 

46,112 

Vice Chairman 

2001 

s 

519,167 

S 1,150.000 

60,000 

S 640,406 

_ 

$ 

73,914 

P. A. Woertz 

2002 

s 

543,750 

S 275,000 

45,500 

S 471,240 


$ 

41,072 

Executive Vice 

President 

2001 

$ 

487,292 

$ 1.128.000 

45.500 

$ 640,406 


S 

67,896 

G. L. Kirkland 

2002 

s 

418.750 

S 264.000 

33.000 

$ 418.750 



$ 

31,261 

Vice President 

2001 

s 

345.00D 

S 836.000 

33.000 

$ 155,527 

— 

$ 

54,480 

J. S. Watson 

2002 

$ 

450,000 

S 350,000 

45,500 

I 175,032 


$ 

32,524 

Vice President 

21301 

s 

405,417 

S 2,000,000 

33,000 

$ 237,865 

— 

$ 

54,480 


(l) Includes ChcvroiiTexaco's contributions lo the Employee Savings Investment Plan and allocations under the Exuss Benefit Plan for the Employee Savings 
Investment Plan. For 2002, contributions under the Employee Savings Investment Plan for the named individuals were as follows: D. i. O'Reilly, S 1 2.649, 

P. J. Robertson, $13379; P. A. Woertz., S 13,655; G. L. Kirkland. SI 4,261; and J S. Watson, SI 4. 1 24 and cooiribiitions under the Excess Benefit Plan Ibr the 
named individuals were as follows; D. J. O'Reilly, $68,560; P. J. Robertson, $32,733; P. A Woertz S27.4 17; G. I Kirkland, 517,000; and J, S. Watson, SI 8,400, 


(2) 2001 amounts include regular annual bonus amounts as follows; D. J. O'Reilly, $1,800,000; P. J. Robertson. $650,000; P A. Woertz, $628,000; G. L. Kirkland 
$336,000; and J. S. Watson, S5CO,000. In addition, the ChevronTexaco Management Compensation Committee nf the Board of Directors recognized exemplary 
performance related to the successful merger of Chevron and Texaco. They granted special one -lime supplemental cash awards in 2001 that will not be benefits 
bearing for retirement plan purposes as follows; D. i. O'Reilly, $3,200,000; P. J. Robertson, $500,000; P. A. Woertz., $500,000; G. L. Kirkland, $500,000; and 
J. S. Watson, 51,500,000 


.Source; CHEVRON C'ORP, DEF I4.A. April 14. 2003 


VerDate Aug 31 2005 


1 4:52 Sep 1 8, 2008 Jkt 043354 


PO 00000 


Frm 00205 


Fmt 6633 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 


3 


3 



200 


Executive Compensation (2003-2005) 


SUMMARY COMPENSATION TABLE 






1 

Long-Term Compensation ! 




Annual Compensation 

Awards 

Payouts 


Name and 

Principal Position 

Year 

Salary 

(5) 

Bonus 

(Year Earned) 

($) 

Other 

Compensation 

(S) 

Restricted 
Stock Unit 
Avrar0s(2> 

(S) 

Securities 
Underlying 
Options (3) 

m 

Vested 

Performance 

Units 

m 

AllOther 

1 Compensation^} 

») 

D.J. O’Reilly 

2005 

$1,550,000 

$3,500,000 

$ 51,083 

— 

425,000 

$ 3,575,250 

$124,000 

Chairman 

2004 
| 2003 

: $1,506,250 
| $1,312,500 

$ 3,950,000 
53,150,000 

$ 84,714 


460,000 

460,000 

S 841,120 
$ 3,255,200 

$ 120,500 
$ 105,000 

P.J. Robertson 

2005 

S 879,583 

S 1,500,000 

_ 

_ 

'80,000 

$ 1,532,250 

S 70,367 

Vice-Chairman 

2004 

2003 

S 806,667 

S 723,750 

S 1.575.000 

S 1,365.000 


S 1,137,700 

200,000 | 
200,000 

$ 328,563 
$ 712,075 

S 64.533 

S 57.900 

P.A. Woertz 

2005 

S 6B5.4I7 

$ 850,000 

_ 

— i 

115,000 j 

$ 825,713 

S 54.833 

Executive vice 

2004 

S 635,417 

$1,210,000 

— 

— 

120,000 j 

$ 254,965 

$ 50,833 

President 

2003 | 

S 585,417 

5 945,000 

— 

S 380,800 ! 

1 20,000 ! 

$ 712.075 

S 46,833 

J.S. Watson 

2005 ! 

S 635,417 

$ 1,000,000 

_ 

— 

115,000 j 

$ 825,713 

S 50,833 

Vice President 

2004 

2003 

S 576,667 

S 502,500 

S 1,155,000 
$ 945,000 


$ 380,000 : 

120,000 
120,000 : 

$ 183,995 | 
$ 712,075 ! 

S 46,133 

S 40,200 

G.L. Kirkland 

2005 

S 618,750 

$1,000,000 

_ | 

_ ! 

115,000 

$ 595.875 1 

S 49.500 

Executive Vice 

2004 

S 519,533 

S 945.000 

— ! 

— 1 

90,000 

$ 183,995 | 

S 41,567 

President 

2003 

$ 456.875 i 

S 787,500 


S 477,100 

90,000 

$ 528,970 

S 36,550 


(1) For security reasons, D.J. O’Reilly uses company aircraft for both business and personal travel when judged appropriate. Included for D.J. 
O’Reilly is 527,551 for 2005 and $61 ,716 for 2004 for his personal use of company aircraft based on estimated incremental costs to the 
Company Also included for O.J. O’Reilly is $20,700 for 2005 for financial counseling services. 

(2) As of December 31, 2005, the aggregate number of restricted stock urits held by the named officers are as follows: P.J. Robertson, 33,592 with 
an aggregate market value of $1,907,036; P A. Woertz. 26,007 with ar aggregate market value of SI ,476,41 5; J.S. Watson, 26,007 with an 
aggregate market value ot $1 ,476,415; G.L. Kirkland, 14,087 with an aggregate market value of $759,725. 


On June 25, 2003. the named officers received the following restricted stock unit awards (adjusted for the Septemher 10, 2004 two-for-one stock 
split); P.J. Robertson, 31,000 units; P.A. Woertz, 24,000 units; J.S. Watson, 24.000 units and G.L, Kirkland, 13,000 units. Fifty percent of the 
units subject to the award will be vested on the fourth anniversary of the grant date and 50 percent w II be vested an the eighth anniversary of the 
grant date. 

Dividend equivalents are paid on the restricted stock units and are converted into additional restricted stock units as of the dividend payment 
date. 


(3) The number of securities underlying stock options has been adjusted for the Company's September 1 0, 2004 two-for-one stock split. 

(4) Includes Chevron's contributions to the Employee Savings investment Plan and allocations under the Employee Savings Investment Plan 
Restoration Plan. For 2005, contributions under the Employee Savings investment Plan were $16,803 for each of the named individuals. 
Contributions under the ES P Restoration Plan for the named individuals were as follows. D.J. O Reily, $107,200: P.J. Robertson. $53,567; P.A. 
Woertz. $38,033; J.S. Watson. S34.033; G.L Kirkland. $32,700. 


Source- CHEVRON CORP. DEF I -I A. March 20. 2006 
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Executive Compensation (2006-2007) 


SUMMARY COMPENSATION TABLE 

The following table sets forth the compensation of our named executive officers, or "NEOs," for the fiscal years ending December 31 , 
2007, and December 31, 2006. None of our NEOs has an employment contract with the Company. The primary components of each 
NEO’s compensation are also described in our Compensation Discussion and Anatysis. above. 


Name and 

Principal Position 

Year 

Salary 

(SRI) 


Stock 

Awards 

H){2) 

Change in 
Pension Value 
and 

Option Non-Equity Nonqualified 

Awards Incentive Plan _ De ’ erred 

($)(3) Compensation^) Compensation 

Earnings ($)(5) 


AM Other 
Compensation 
(*M6) 

Total {$) 

D.J. O'Reilly, 

20D7 $ 

1.650,000 S 

19,387.350 $ 

6,650,584 S 

3,61)0.000 $ 

0 

S 

255.251 S 

31,543,185 

Chairman and 

CEO 

2005 3 

1,620,333 

S 

13,008,715 $ 

6,922,146 $ 

3,500,000 $ 

6,322,578 

s 

228,617 $ 

31,602,889 

S.J. Crowe, 

2007 $ 

628,125 

$ 

4,204,525 $ 

1.865,439 S 

875,000 $ 

1,384,104 $ 

66,522 S 

9,023,715 

Chief Financial 
Officer 

2006 $ 

553,125 

$ 

1,931,712 $ 

1,224.583 S 

750.000 S 

1,514,760 

s 

61,986 S 

6,036,174 

P.J. Robertson, 

2007 $ 

995,417 

s 

8,476.531 $ 

2,950,296 S 

1,500.000 $ 

119,935 

$ 

136,143 S 

14,168,322 

Vice Chairman 

2006 $ 

935,417 

$ 

5,544,890 $ 

2.946,302 S 

1,500,000 s 

3,215,273 

s 

118,723 S 

14,260,605 

G.L. Kirkland. 

2007 S 

746,042 

s 

4.207,145 $ 

1.539.019 S 

1,050,000 $ 

662.309 

$ 

76,303 S 

8,361,618 

Executive Vice 
President 

2006 S 

679,583 

s 

2,303,245 $ 

1.158,095 S 

1,000,000 S 

1,688,917 

s 

72,426 S 

6.902,266 

J.S. Watson, 

20D7 S 

746,042 

s 

4.675,957 S 

1,306.593 S 

1.050.000 $ 

0 J 

100,260 $ 

7, 678,852 

Executive Vice 
President 

2006 S 

685,417 

$ 

2.B44.431 S 

1,206,416 S 

1,000,000 s 

834,565 

$ 

70,756 S 

6,641,505 


(V 

Compensation is reviewed after the end of each year, and salary increases, if any, are effective April 1 of the following year. The table 
below reflects the salary effective April 1, 2006 and 2007. for each of the NEOs and the amounts earned and deferred under the Deferred 
Compensation Plan for Management Employees (DCP). 


Name 

Year 


Salary Effective April 1 


Salary Deferred 
Under the DCP 

D.J O'Reilly 

2007 

S 

1.650,000 

$ 

660,000 


2006 

s 

1,650,000 

S 

630,250 

S.J, Crowe 

2007 

5 

650,000 

$ 

251,250 


2006 

S 

575,000 

S 

221,250 

P.J. Robertson 

2007 

s 

1,000.000 

$ 

15,208 


2006 

s 

950,000 

s 

14,308 

G.L Kirkland 

2007 

s 

765,000 

s 

10,421 


2006 

$ 

700,000 

s 

9,192 

J.S. Watson 

2007 

s 

765,000 

s 

10,421 


2006 

s 

700,000 

s 

9,308 


(V 

2007 amounts include the aggregate proportionate fair value for (a) performance shares granted under the Corporation’s Long-Term 
Incentive Plan in four grant years {2007, 2006, 2005 and 2004) and (b) restricted stock units granted under the LTIP on June 25, 2003, 
that have been recognized as compensation costs in our financial statements for the fiscal year ended December 31, 2007 under 
Financial Accounting Standards Board Statement of Financial Accounting Standards (FAS) No 123 (revised 2004), Share-Based 
Payment (FAS 123R). 


Source: CHEVRON CORF, DfcT MA, April 1 . 2008 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00207 Fmt 6( 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 



202 


Executive C o m p e ns a t i on U ed> 


The amounts do net represent the grant date fair value of perfoimance shares granted in 2007. The grant date fair value cf performance 
shares granted in 2007 reported in the "Grants of P!an-8ased Awards in Fiscal Year 2007" teble below, for each of the NEOs is as 
follows: 


Name 

Grant Date Fair Value of 
Performance Shares Granted in 2007 

D.J. O’Reilly 

$4,511,240 

SJ. Crowe 

$1,555,600 

P.J. Robertson 

$2,100,060 

G.L. Kirkland 

Si .555 ,600 

J.S. Watson 

SI ,555.600 


2007 amounts relating to performance shares reflect the compensation costs recognized in our 2007 financial statements under 
FAS 123R. As such, this includes amounts for the following number of performance shares granted from 2004 through 2007 as follows: 


Name 

2007 Grant 

2006 Grant 

2005 Grant 

2004 Grant 

D.J. O’Reilly 

58,000 

64,000 

66.000 

106,000 

SJ. Crowe 

20.000 

12,000 

13.000 

9,000 

P.J. Robertson 

27,000 

27,000 

28,000 

40,000 

G.L. Kirkland 

20,000 

20,000 

18,000 

18,000 

J.S. Watson 

20,000 

20,000 

18,000 

27.000 


Under the provisions of FAS 123R, performance shares are classified as liabifity awards. Accordingly, total per-share compensation cost 
equals the payout amount measured as of the settlement date at the end of the three-year performance period. Until settlement, 
compensation costs recorded in cur financial statements recognize changes in estimated fair value as of the end of each quarterly 
reporting period. We use a Monte Carlo approach to calculate estimated fair value of performance shares To derive estimated fair value 
per share, this valuation technique simulates TSR for the Company and the peer group using market data for a period equal to the term 
of the perfoimance period, correlates the simulated returns within the peer group to estimate a probable payoul value, and discounts the 
probable payout velue using a risk-free rate for Treasury bonds having a term equal to the performance period. As of December 31 , 
2007, this technique generated estimated fair values per share of 3118.34, $147.10, and $162.74 for the outstanding 2007. 2008 and 
2005 grants, respectively. The setllemenl value or the 2004 grant was S82.36 per share. Since the performance period fer the 2004 
grant ended in 2007, each performance share under the 2004 grant was further adjusted by the actual performance modifier of 
125 percent. 

2007 amounts in the “Stock Awards" column also include the proportionate amount of fair value of the restreted stock units granted 
under the LTIP on June 25, 2003. that have beei recognized as compensation costs in our 2007 financial statements and the aggregate 
dividend accrual in 2007 paid and to be paid at vesting. The va ue of each restricted stock unit is $36.70, which is based cn the closing 
price of Chevron common stock on the date of the grant. The number of restricted stock units granted in 2003 were: Mr, Robertson, 
31,000; Mr. Kirkland, 13,000; and Mr. Watson, 24,000. Fifty percent vested or June 25, 2007. and the remaining 50 percent will vest on 
June 25, 2011. Tolal restricted stock unit dividends accrued in 2007 (including a portion paid upon the vesting in June 2007) were. 

Mr. Robertson. $58,827; Mr. Kirkland, S24.669; and Mr. Watson, S45.543. 


Source: CHEVRON CORP, OEF 1 4 A. April i. 2008 
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Executive Compensation^/™.^ 


( 3 ) 

2007 amounts include the aggregate proportionate fair value for stock option grants made urder the LTIP in four grant years (2007, 
2006. 2005 and 2004} that have been recognized as compensation costs in our financial statements for the fiscal year ended 
December 31. 2007 under FAS 123R. The actual value of stock options granted in 2007, as reported in the "Grants of Plan-Based 
Awards in Fiscal Year 2007” table, below for each of the NEOs was: 


Name 

Grant Date Fair Value of Stock 
Options Granted in 2007 

D J. O'Reilly 

$5,726,250 

S,J Crowe 

$1,908,750 

P.J. Robertson 

$2,595,900 

G,L. Kirkland 

$1,908,750 

J.S. Watson 

51,908,750 


The number of stock options granted to each of the NEOs was: 


Name 

2007 

2006 

2005 

2004 

Grant 

Grant 

Grant 

Grant 

D.J O’Reilly 

375,000 

400.000 

425.000 

460,000 

SJ. Crowe 

125,000 

75.000 

80,000 

42.000 

P.J. Robertson 

170,000 

170,000 

180,000 

200.000 

G.L Kirkland 

125,000 

125,000 

115,000 

90,000 

J.S. Watson 

125.000 

125,000 

115,000 

120.000 


One-third of the stock options vest on each anniversary of the date of grant and expire after 10 years. 

The grant date fair value was determined under FAS 123R for financial reporting purposes. For a discussion of the determination of fair 
value under FAS 123Rforthe 2007, 2006 and 2005 grants, see Note 21. "Stock Options and Other Share-Based Compensation," to the 
Consolidated Financial Statements contained in our Annual Report on Form 10-K/A for the year ended December 31, 2007 and for 2004 
grants, see Note 22, "Stock Options and Other Share-Based Compensation." to the Consolidated Financial Statements contained in our 
Annual Report on Form 10-K for the year ended December 31. 2006. 

( 4 ) 

2007 amounts reflect Management Incentive Plan awards for the 2007 performance year that will be paid in April 2003. See 
"Compensation Discussion and Analysis— Annual Cash Incentive (Management Incentive Plan)" above fora detailed description of MIP 
awards 


( 5 ) 

2007 amounts represent the charge in pension value for the Cnevron Retirement Plan (CRP) and the Chevron Retirement Restoration 
Plan (RRP) from January 1, 2007, through December 31 , 2007. expressed as a lump sum, (The Deferred Compensation Plan (DCP) and 
ESIP Restoration Plan (ESIP-RP) do not pay preferential earnings and are not represented in this table.) Mr, O'Reilly’s theoretical 
pension value is $220,592 less, generally because he did not receive a salary increase in 2007 and because a higher interest rate was 
used to calculate the present value of his benefit When a higher interest rate is used, a lower lump sum results, Mr. Crowe's theoretical 
pension value has increased to a greater degree than the other NEOs' because he has reached age 60 and his pension is no longer 
discounted. In addition, his salary increases and MIP awards have increased due to his promotion to CFO kr January 2005. 

Mr, Robertson's theoretical pension value has not changed to the same degree because his benefit is already undiscounted with no 
increase in the amount of his MIP award. Mr. Kiikland's theoretical pension value has not changed to the same degree because he 
received no increase in the amount of his MIP award and a higher interest rate was used to calculate the present value of his benefit in 
his age group Mr. Watson's theoretical pension value is S14.584 less, generally due to a higher interest rale being used to calculate the 
present value of his benefit in his age group. 


Source: CHEVRON CORK DEI-' 14A. April 1, 201)8 
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(-6J 

Alf Other Compensation for 2007 includes the foSowirtg: 


Name 


ESiP 

Company 
Contributions} a) 


Total Alt Other 

Perqutettesfc) Compensation 

ESIP-RP Company-Paid 

Company Life insurance 

Contributions(a) Premtums(b) 

Financial Aircraft/ Motor Home 
Oiher(d) Vehicles Security 

Counseling 


D.J. O'Reilly 

$ 

18,000 S 

114,000 $ 

15,923 S 

21,075 S 

82,456 S 

2,057 $ 

1,740 S 

255.251 

5.J. Crowe 

S 

18,000 $ 

32,250 3 

4.272 $ 

12,000 S 

- $ 

— S 

S 

66,522 

P.J. Robertson 

s 

18,000 $ 

60.833 $ 

9.650 $ 

16.335 5 

28,299 S 

2,745 S 

281 S 

136.143 

G.L. Kirkland 

s 

18,000 $ 

41,683 $ 

4,620 $ 

12,000 S 

— S 

— S 

S 

76,303 

J.S. Watson 

s 

18,000 $ 

41,683 $ 

2,464 $ 

12,000 S 

25,626 S 

— s 

4B7 $ 

100,260 


(a) 

The Employee Savings Investment Plan for executives is common in design and purpose to those for the b'oad base of employees in the 
United States When an employee contributes 2 percent of earnings to the ESIP, the Company provides an 8 percent match. Employees 
may choose to contribute 1 percent and receive a 4 percent match. They may also choose to contribute an amount above 2 percent, but 
none of the amount above 2 percent is matched. The Company match up to IRS limits (5225.000 of income in 2007) is made to the 
qualified ESIP account. For amounts above the IRS limit, the executive can elact to have 2 percent of base pay directed into the Deferred 
Compensation Plan and the Company will match those funds in the nonqualified ESIP Restoration Plan. Management Incentive Plan 
awards were not eligible for an ESIP or ESIP Restoration Plan company match in 2007. 


(b) 

This column includes basic life insurance and on-the-job accident insurance. Generally, all US. employees have basic company-paid life 
insurance, which would remit a benefit to the beneficiary in the amount of two times the employee's base salary in the event of death. 


(c) 

Perquisites within Chevron are very limited and consist of only inancial counseling fees, home security, and the incremental cost to the 
Company for personal use of Company motor vehicles and Company aircraft. We do rot provide tax gross-ups to our NEOs tor any 
perquisites. 


(d) 

Amounts include the aggregate incremental cosl for the NEOs' spouses accompanying the NEO on the international Board trip, which is 
described in the narrative preceding the Directors' Compensation Table below and footnote 8 to the Directors' Compensalion Table. 
Amounts attributable to aircraft are as follows: Mr. O'Reilly— $21,218; Mr. Robertson— 521,374; and Mr. Watson— SI 9, 187. For 
Mr. O'Reilly, an additional $54,403 of incremental cost to Chevron is also included for other personal use of aircraft in 2007. Generally, 
executives are not allowed to use the Company planes for personal use. For security reasons, the CEO has been requested to use the 
Company plane in most instances, and on a very limited basis, the CEO has authorized the personal use o‘ Company aircraft for other 
key executives if it is in relation to and part of a trip that is business related. Incremental cost was determined by multiplying the operating 
hou^s attributable to personal use by the average estimated direct operating costs and the addition of crew costs for overnight lodging 
and meals and airport landing fees, as applicable, divided by the number of passengers. 


Source: CHEVRON CORF. DKF 14A, April 1.2008 
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Daniel Nelson 

Vice President 
Washington Office 


June 26, 2008 


The Honorable Patrick J, Leahy 
Chairman 

Senate Committee on the Judiciary 
224 Dirksen Senate Office Building 
Washington, DC 20510 

Dear Senator Leahy: 

Enclosed please find our company’s responses to questions posed by respective 
committee members following the May 21, 2008 Senate Judiciary Committee hearing. 

On Monday of this week, we received additional questions from Senator Feingold, along 
with his request that our responses be included in this response. Unfortunately, the data 
gathering aspects of preparing our responses to his new questions require additional 
time, and we are working expeditiously in that regard. 

Thank you for the opportunity to participate in the hearing and provide you with our 
views. 


Sincerely, 


Enclosures 


Exxon Mobil Corporation 2000 K Street, NW, Suite 710 Washington, DC 20006 
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Following the Senate Judiciary Committee Hearing on 
“Exploring the Skyrocketing Price of Oil” 


During the Com mittee hearing on May 21 , Senator Schumer pursued a line of questions 
concerning the witnesses' companies' investments in alternative energy and steps to 
improve fuel efficiency. In the interest of limited time, he requested additional 
information to be submitted in writing to the committee. 

Answer: ExxonMobil shares the same goal as policymakers — to meet the world's 
growing energy demand while lowering the projected growth in greenhouse gas 
emissions. We approach this by : 

a. improving energy efficiency and reducing GHG emissions in our 
own operations; 

b. improving the efficiency of consumers' use of energy; and 

c. conducting or sponsoring research that could lead to 
breakthroughs in alternative energy. 

We are taking significant actions to assist. 

a. improving energy efficiency and reducing emissions in our own operations 

As an industry leader in the use of cogeneration applications, we have interests in 
about 100 cogeneration facilities in more than 30 locations worldwide. We have 
invested more than $1 billion in cogeneration projects since 2004, bringing the 
combined power generation capacity at facilities in which we have an interest to 
more than 4.5 gigawatts in 2007. With new facilities under construction around the 
world, we expect to increase this capacity to more than 5 gigawatts in the next three 
years. 

Additionally, we are investing more than $4 billion in gas utilization and 
commercialization projects to eliminate routine gas flaring in Nigeria. 

ExxonMobil launched its proprietary Global Energy Management System (GEMS) in 
2000, through which we have identified opportunities to improve energy efficiency at 
our refineries and chemical plants by 15 to 20 percent. We have implemented about 
60 percent of these opportunities. Our refining and chemical operations achieved 
best-ever energy efficiency in 2007. Over the past several years, we have been 
improving the energy efficiency of our refining and chemical businesses at a rate two 
to three times faster than the industry. 

Through efficiency actions taken in 2006 and 2007, we reduced GHG emissions by 
about 5 million metric tons in 2007, equivalent to removing about one million cars 
from roads in the United States. We are also on track to meet our target of 
improving energy efficiency across our worldwide refining and chemical operations 
by at least 10 percent between 2002 and 201 2. 
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b. improving the efficiency of consumers' use of energy. 

We are actively involved in improving energy efficiency of consumers’ use of our 
products, promoting low-emissions technologies that are deployable today, such as 
tire inner liners that keep tires inflated longer; advanced fuel economy engine oil; and 
light weight automobile plastics. Utilization of these technologies in one-third of U.S. 
vehicles would translate to a savings of about 5 billion gallons of gasoline annually 
and yield greenhouse g as emissions savings equal to taking about 8 million cars off 
the road. 

In addition, we are working on other technologies both for the mid- and longer-term 
that address the need for both improved fuel economy and reduced emissions. This 
includes separator films for lithium ion batteries that could accelerate the adoption of 
hybrid vehicles, and our collaborative research with auto and engine makers on 
technologies that may enhance fuel economy by up to 30 percent. ExxonMobil is 
also conducting research into hydrogen generation on board vehicles to power fuel 
cells which could improve fuel economy by 80 percent and reduce emissions by as 
much as 45 percent. Recently, we also announced a more than $100 million 
investment in a new technology for separating C02 from natural gas, which could 
help commercialize some applications of carbon capture and storage. 

C, conducting or sponsoring research that could lead to breakthroughs in 
alternative energy 

A primary value we also bring is through financial and technical support of 
breakthrough research to overcome the economic and technological barriers 
inhibiting these sources from being applied on a broader scale. On the research 
side, we are spending approximately $100 million in 2008 on alternative energy and 
efficiency improvement technologies, and technology for separating C02 from 
natural gas, which could have a significant longer term impact on reducing 
emissions. We agree with the view that in order to meet future energy demand, we 
are going to need a wide range of energy sources — including wind, solar, nuclear, 
coal, biofuels, oil and natural gas. 

Five years ago, ExxonMobil initiated the Global Climate and Energy Project (GCEP) 
at Stanford University to identify future step-out advanced energy technologies. 
ExxonMobil has committed $100 million to this project over ten years. GCEP now 
funds research programs in the United States, Europe, Australia and Japan. 

Our investment in groundbreaking research at GCEP represents our commitment to 
work to meet future energy needs with significantly lower greenhouse gas emissions. 
GCEP is the largest privately funded low-greenhouse-gas-energy research effort in 
history. This project aims to undertake fundamental and pre-commercial research on 
a wide range of technologies that offer the potential to supply and use energy with 
significantly reduced greenhouse gas emissions. Emphasis is on breakthrough 
research that can enable widespread, commercial solutions in a broad portfolio of 
areas including; 

- How hydrogen and solar energy can be made economically; 

- How engine and fuel systems can be made significantly more efficient; 

- How carbon dioxide capture and storage can be made more effective; and 

- How biofuels can be made with greater yield and lower emissions. 
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With these efforts underway, however, ExxonMobil remains focused on meeting the 
growing energy demand projections in the next few decades and the realities of 
various investment options to meet those demands. Increased energy supplies will 
serve as the foundation of a growing global economy and the tremendous expansion 
of living standards throughout the developing world. We therefore assess 
pragmatically the role that alternative energy sources can play in meeting these 
future needs. Even as wind and solar energy are likely to grow at about 10 percent 
per year on average, supported by government subsidies and mandates, they will 
account for about 1 percent of global energy demand in 2030. Costs and 
intermittency remain challenges to expand ing use. We have particular reservations 
about mandates and subsidies that distort markets by picking "winners and losers", 
penalize selected taxpayers, raise investment risks, and increase fuel costs for 
consumers. 

The advantages of oil and natural gas across a broad array of applications provide 
economic value unmatched by any currently available alternative. On any 
assessment, oil and gas will continue to play a significant role in meeting energy 
demand for many years to come. And that is where ExxonMobil’s strengths lie — to 
use our technology, the expertise of our people and our global scale to safely and 
reliably supply the oil and gas that is, and will continue to be, needed to power the 
American economy, and to improve the environmental performance of our products 
and operations. 
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Questions of Senator Sheldon Whitehouse 


Questions for Entire Panel : 

1 . Has your company, any subsidiary, or any entity acting under common ownership or 
control, financially contributed to any organizations that study global warming or 
climate change? If so, which are those organizations and how much in total has your 
company given to each one? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the American Legislative Exchange Council? If so, how 
much has it contributed? Does your company agree with the American Legislative 
Exchange Council’s opinion that increasing levels of carbon dioxide are not causing 
glaciers to retreat? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Cato Institute? If so, how much has it contributed? 
Either way, does your company agree with Cato Institute commentary that “science 
no longer provides justification for any rush to pass drastic global warming 
legislation."? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Committee for a Constructive Tomorrow? If so, how 
much has it contributed? Does your company agree with the Committee for a 
Constructive Tomorrow that “recent glacial retreats, sea-level rise and migrations of 
temperature sensitive species are all within the bounds of known natural variability.’’? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Annapolis Center for Science-Based Public Policy? If 
so, how much has it contributed? Does your company agree with an Annapolis 
Center for Science-Based Public Policy report that states “climate models may never 
be able to make greenhouse-warming predictions with certainty?” 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Acton Institute for the Study of Religion and Liberty? If 
so, how much has it contributed? Does your company agree with Acton Institute for 
the Study of Religion and Liberty commentary that it is a “myth that [global warming] 
is an emergency that demands a drastic cutback in CO-2 emissions" and that 
“making a case against CO-2 without making a case against nature is like making an 
omelet without breaking the proverbial egg. it is impossible ”? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Center for the Study of Carbon Dioxide and Global 
Change? If so, how much has it contributed? Does your company agree with the 
Center for the Study of Carbon Dioxide and Global Change that “there is no 
compelling reason to believe that the rise in tern perature was caused by the rise in 
CO-2.”? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Frontiers of Freedom Institute? If so, how much has it 
contributed? Does your company agree with the Frontiers of Freedom Institute that 
S.2191, America's Climate Security Act, is “a hyped-up rallying cry against a 
'problem' that scientists can't even agree exists in the first place.”? 
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Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the George C. Marshall Institute? If so, how much has it 
contributed? Does your company agree with the George C. Marshall Institute that 
there is a “shattered consensus” on the state of global warming? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Heartland Institute? if so, how much has it 
contributed? Does your company agree with the Heartland Institute that “there is no 
consensus about the causes, effects, or future rate of global warming,” and that 
“most climate scientists doubt the reliability of computer models and the accuracy of 
land-based temperature records," and that “reports by the IPCC are unreliable due to 
political editing and rewriting of the reports' conclusions,” and that “some of the key 
evidence cited in past IPCC reports has been shown to be fraudulent.”? 

Has your company, any subsidiary, or any entity acting under common ownership or 
control ever contributed to the Institute for Energy Research? If so, how much has it 
contributed? Does your company agree with the Institute for Energy Research that 
global climate change is a “craze... fueled by alarmist rhetoric and trumped up 
scientific claims.”? 

A. ExxonMobil promotes public discussion on issues of direct relevance to the 

company. We, like many U.S. based corporations, contribute to a wide range of 
academic and policy organizations that research and promote dialogue on 
significant domestic and foreign policy issues, such as climate change, including 
the Brookings Institution, the American Enterprise Institute, the Council on 
Foreign Relations, the Center for Strategic and International Studies, and 
Resources for the Future. Corporate contributions to these organizations should 
not be confused with management of their policy recommendations or 
statements. There is value, however, in the debate they prompt if it leads to 
more optimal public policy decisions. We annually review our support of tax- 
exempt organizations and make appropriate adjustments. In addition, we 
publish a list of the 501 (c)(3) organizations we support on our web site and 
update the list once per year. We also specifically disclose our support for 
organizations in the documents referenced below. 

With regard to our position on climate change, ExxonMobil has the same 
concerns as people everywhere - and that is how to provide the world with the 
energy it needs while reducing greenhouse gas emissions. We take the issue of 
climate change seriously and the risks warrant action. ExxonMobil is taking 
action by reducing greenhouse gas emissions in our operations, helping 
consumers reduce their emissions, supporting research into technology 
breakthroughs and participating in constructive dialogue on policy options with 
NGOs, industry and policy makers. Our strategy is to reduce emissions and 
improve efficiency. We are already seeing results. Through efficiency actions 
taken in 2006 and 2007, we reduced our greenhouse gas emissions by about 5 
million metric tons in 2007, equivalent to removing about one million cars from 
roads in the United States. 

Responding to your question concerning ExxonMobil funding of certain 
organizations that may study climate change, attached as Appendices 1 and 2 
are the "ExxonMobil Corporation 2007 Worldwide Contributions and Community 
Investments Report" and the "2007 Corporate Citizenship Report." The first 
addresses comprehensively and specifically, by institution and organization, our 
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company's financial and other support. At page 41 , the review of support for 
"Public Information and Policy Research" is provided and at page 51, our 
support for environmental organizations and research is provided. The second 
report addresses a range of activities in which we are engaged to manage the 
risks posed by increases in global greenhouse gas emissions and, particularly, 
to reduce emissions in our operations. It also elaborates on our view that the 
long term objective of a climate change policy should be to reduce the risk of 
serious impacts on society and ecosystems, while considering the importance of 
energy to global economic development. 


2. At a time when gasoline prices were near record highs, your five companies earned 
record-breaking profits last year: $116 billion. ExxonMobil made $40 6 billion last 
year, which is more than the all federal highway spending and about as much as the 
entire credit card industry earned that year. Since 2002, your five companies have 
consistently broken profit records. If you continue to profit this year at the pace you 
did in the first quarter, you are once again poised to smash profit records, not just for 
your industry, but for all industries. Please explain why what, in raw numbers, may 
be the most profitable industry in history needs the multi-billion dollar Section 199 
domestic manufacturing tax breaks enacted in 2004. Why aren’t those profits 
adequate to provide access to capital without those tax incentives? 

A. First, we appreciate the opportunity to address the facts behind the Domestic 
Manufacturing deduction (found under §1 99 of the Tax Code) because there 
have been so many mischaracterizations of this issue. 

As background, The American Jobs Creation Act of 2004 provided new tax rules 
for all US manufacturers and producers. While this legislation began as an 
effort to modify the Extraterritorial Income Exclusion (ETI) tax rules declared 
illegal by the World Trade Organization, Congress expanded that goal to include 
the creation and retention of U.S. jobs throughout the critical domestic 
manufacturing and production sector, including, of course, jobs in the U.S. oil 
and natural gas industry. 

Congress had not reduced the U.S. corporate income tax rate since 1986, 
despite rate cuts enacted by many other nations. Section 199 add ressed this for 
U.S. manufacturers and producers since, when fully phased in, the §199 
deduction will be approximately the equivalent of a three percentage point 
reduction in the corporate income tax rate for all qualified domestic 
manufacturing and production income.' 

The §199 provision applies to all manufacturing activities in the U.S., i.e., it is 
not a provision designed solely for the oil and gas industry , or only for large 
companies in the oil and gas industry. Characterizing this general provision as 
an "oil company subsidy" or as a "tax break for big oil", is highly misleading to 
the public. Repealing this provision only for U.S. oil and natural gas producers 
and refiners, or worse, only for five companies operating in that business, while 


1 The provision was "phased in” over several years, starting with the approximate equivalent of a 1% rate 
reduction for 2005 and 2006, a 2% rate reduction for 2007-2009, and finally the 3% reduction beginning in 
2010 . 
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maintaining it for all other manufacturers and producers, would simply single out 
one industry, or worse, five companies within an industry, for unjust, punitive 
and arbitrary treatment. That is highly discriminatory and unsound tax policy. 2 
And the result would be to discourage critical new oil and gas investments here 
in the U.S., by making those already costly domestic energy investments even 
more costly 3 and thus less competitive with foreign opportunities. In the refining 
sector, U.S. industry margins in the first quarter of 2008 fell dramatically from the 
first quarter of 2007. Given these current conditions for the U.S. refining 
business, and the call of many in Congress for increased refinery capacity, it is 
perplexing that some members of Congress would continue to propose 
increasing taxes on such investments. 

Investments in oil and gas exploration and development projects require a long 
term commitment of massive amounts of capital. As we all have seen, the oil 
and gas business is a highly cyclical one, and the fact that prices are high at the 
current time is no guarantee that they will stay that way throughout the 20-30 
years of the project life. One need only look back over the last 20-30 years, and 
the predictions made during that period, to see the volatility of prices and the 
inaccuracy of predictions based on such prices. 

The issue, then, is not whether sufficient capital exists to invest in such projects. 
It does, within our company, within our industry, and within the capital markets 
that oil and gas companies may access. But the question is whether the 
investor has a reasonable prospect, taking into account the huge uncertainties 
associated with such investments, to realize an acceptable return over the 
project life for undertaking such risks. Adverse changes to tax laws, which when 
originally enacted were intended to encourage certain investments, not only 
reduce the returns on such investments after the fact but inject even more 
uncertainties and risks for potential investors considering future projects. And 
increasing taxes on U.S. oil and gas investments will result in less domestic 
investment, and ironically, even greater reliance on foreign imports. 4 

According to a recent study by PricewaterhouseCoopers, the oil and natural gas 
industry employed 1 .86 million wage and salary workers in the United States in 
2004. 5 In addition, the industry's purchase of goods and services from other 
industries supported nearly 4.1 million indirect and induced jobs across the 


2 Interestingly, out of 78 oil and gas companies operating worldwide, the five companies singled out by the 
Senate for such treatment were ranked 42, 53, 57, 60, and 63 in terms of profitability based upon profit 
margin. See Energy Intelligence Research: The Energy Intelligence Top 100: Ranking the World's Oil 
Companies, 2008, p. 85. 

3 In the U.S., the most promising exploration and development projects are increasingly found offshore. 
According to the Energy Information Administration, it costs U.S.-based oil and gas companies about 20 
percent more to explore for and produce a barrel of oil or equivalent natural gas in the United States than 
abroad. 

4 See the Congressional Research Service's CRS Report for Congress: Energy Tax Policy : History and 
Current Issues , Updated April I, 2008, which, in addressing the effect of the Section 199 repeal, states: 
"Domestic oil and gas output would be lower, and imports would be higher than they otherwise would be 
without the tax increase." Page 20. 

5 The Economic Contributions to the U.S. National and State Economies by the Oil and Natural Gas 
Industry* PricewaterhouseCoopers, January 15, 2007, Table 4, p. 9. 
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country, resulting in nearly 6 million jobs as the total employment contribution of 
the oil and natural gas industry to the U S. economy. Oil and gas extraction 
activities are found in 42 states. These are high-paying jobs for middle-class 
Americans, paying more than three times the current minimum wage for non- 
supervisory workers. Encouraging greater investment in domestic oil and gas 
operations in exactly the same way as for all other domestic manufacturers and 
producers helps keep more Americans working in these valued occupations. 

U.S. energy security is clearly enhanced by greater investment in domestic oil 
and gas activities. According to projections by the Energy Information 
Administration (EIA) in its Annual Energy Outlook 2008, domestic crude oil 
production is expected to rise slightly through 2020 before declining in the 2020- 
2030 timeframe. Increased access to available resources an d a reliable fiscal 
and regulatory investment framework will be critical to sustain domestic 
production over the long term and reduce U.S. reliance on imported oil. 

In order to provide adequate supplies of energy for American consumers, U.S. 
oil and natural gas companies must seek out the most cost-competitive sources 
of oil and natural gas available to them. Retaining §199 for the domestic oil and 
gas industry, and keeping those investments on a par with all other domestic 
manufacturing and production activities, will maximize domestic oil and gas 
investment and jobs, and reduce foreign imports. 


3. The petroleum industry operates in an unusual fashion. Your five corporations are 
integrated oil giants that control all stages of production and distribution. F rom the 
exploration and mining to the refinement and transportation to the moment the 
customer swipes her Exxon or Shell charge card at the pump, you control everything. 
Are you aware of any other industries that operate in this fashion? How would you 
respond to the suggestion that it may be time to examine whether the vertically 
integrated ownership structure facilitates price gouging and harms consumers? 
Would you support a Congressionally-directed study to examine the effects of your 
ownership structure? 

A. Economists and other academics have studied vertical integration extensively in 
recent decades, and vertically-integrated ownership structures are ubiquitous in 
the U.S. economy. Economists recognize that there are significant efficiencies 
associated with vertical integration in the petroleum industry and elsewhere. 6 

Vertical integration simply substitutes ownership for contractual relationships 
when it is less expensive and more efficient to do so. In the past two decades, 
as spot and futures markets for crude oil and refined product have become more 
developed, the petroleum industry has become less vertically integrated, and 
firms have been able to enter successfully and produce at only one level of the 
industry. A number of major U.S. refining companies have no crude oil 
production, but simply purchase crude oil supplies on the open market. 

Similarly, a number of crude oil producers own no refineries and simply sell 
crude oil. In addition, the increasing ability to procure a steady supply of 


6 See e.g,. Martin Perry, Vertical Integration: Determinants and Effects, in 1 HANDBOOK OF Industrial 
Organization 185 (edited by Richard Schmalensee and Robert Willig, 1989). 
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gasoline has led to the growth of gasoline retailers — such as WaWa, QuickTrip, 
and Costco — that sell large volumes of gasoline without owning any upstream 
assets. Because vertical integration has been studied so often and the evidence 
of its benefits is so strong, we do not believe that it facilitates price gouging or 
that a congressionally-directed study is needed. 


4. The attached graph illustrates that the growth in profits of your five companies over 
the past six years has outpaced even the sharp increase in the price of gasoline. 
Why is your profit margin rising at a rate that is so much higher than the price of your 
product? 

A. ExxonMobil’s profit margins have risen at a slower rate than the price of 
gasoline. Profit margins have changed as follows: 

2002 : 6 % 

2007: 10% 

1Q'08: 9% 

ExxonMobil’s earnings have risen less than “Oil Company Profits” as indicated 
on the chart, increasing 254% from 2002 to 2007. 

Generally, integrated oil and gas companies produce and sell a very broad and 
diverse range of petroleum and petrochemical products, with motor gasoline 
representing only a portion of total sales. Industry earnings represent this broad 
range of products. The graph appears to indicate that U.S. motor gasoline 
prices have doubled from 2002 to 2007. Over the same time period, however, 
global crude prices have almost tripled, which resulted in a significant ramp-up 
in earnings in the Upstream segments within the industry. 


5. How much has your company invested in research and development of coal to 
liquids technology for use as transportation fuel in each of the past five years? 

A. ExxonMobil has many commercial technologies today, and continues to invest in 
R&D for processes that could be used to convert coal to fuels, lubricants, and 
chemicals. In the area of fuels and lubricants, the processes include gasification 
of coal to synthesis gas, conversion of synthesis gas to fuels and lubricants, and 
carbon capture and storage processes. 

From 2003-2007, ExxonMobil invested more than $150M in R&D that could be 
used to advance economic conversion of coal to transportation fuels and 
lubricants. 

In addition to R&D, ExxonMobil licenses its commercial Methanol to Gasoline 
(MTG) technology to third parties. In the MTG process, methanol is typically 
coal or gas based. ExxonMobil has two licensees for the MTG process, one in 
the U.S. and one in China, to convert coal-based methanol to gasoline. We are 
under discussions with several other potential customers in the U.S. and foreign 
countries for additional MTG licenses. 
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Since ExxonMobil R&D expenditures on technologies are related to ExxonMobil 
business strategies, public disclosure of annual R&D expenditures could impact 
ExxonMobil competitiveness; therefore, we have provided aggregated R&D 
expenditures for this question and the three following questions. 


6, How much has your company invested in research and development of hydrogen 
technology for use as transportation fuel in each of the past five years? 

A. ExxonMobil considers hydrogen as one of the potential long-term fuels for 

transportation because hydrogen when used in a fuel cell vehicle could be more 
efficient and could emit lower greenhouse gases than current vehicles. 

However, use of hydrogen fuels faces production , delivery and storage 
challenges. In order to overcome these challenges, ExxonMobil has invested 
more than $30M over the 2003-200 7 timeframe for use of hydrogen as a 
transportation fuel. 


7. How much has your company invested in research and development of non-fossil 
fuel renewable energy sources for use as transportation fuel, excluding hydrogen 
technology, in each of the last five years? 

A. Excluding hydrogen, ExxonMobil is working on breakthroughs for biofuels via 
the Global Climate and Energy Project, and also on improving components for 
batteries that could be used for hybrid and electric cars. Over 2003 -2007, 
ExxonMobil invested more than $20M in R&D in technologies that could be used 
for non -fossil fuel energy sources for transportation fuel. 


8. How much has your company invested in research and development of wind, solar, 
and geothermal energy in each of the last five years? 

A. ExxonMobil has spent about $10M in research on wind, solar, and geothermal 
energies over the 2003-2007 timeframe. 
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9. Compare the answer to each of the three above questions with the aggregate 
compensation of your top 10 executives and, separately, your budget for travel, 
entertainment, and other fringe benefits. 

A. 

ExxonMobil - Selected Financial Data 

($M) 


'03 - '07 


Hydrogen technology R&D 30 

Renewable Energy R&D 20 

Wind, solar & geothermal R&D 10 

Aggregate Executive Comp 504 


Data Sources: 

ExxonMobil Proxy Statement 
ExxonMobil Internal Data 


Data from the Summary Compensation Tables contained in the 2004 through 2008 
Proxy Statements filed with the Securities and Exchange Commission (SEC) were 
used as the basis for calculating the compensation for the executives disclosed in 
the statement. These disclosures complied with SEC requirements at the time of 
submission. However, due to changes in disclosure requirements since 2003, 
meaningful data comparisons (on a like basis) across the years are not possible. 

ExxonMobil tracks compensation for executives as required for SEC disclosure 
purposes. We have made an estimate to calculate the com pensation for the 
additional executives require d for this response, since they are outside the scope of 
our tracking efforts. The compensation is based on the SE C disclosure rules for 
each respective year. 

Expenditures for travel, entertainment and other benefits are internally stewarded by 
individual ExxonMobil business functions. These costs are imbedded in the 
'Production and Manufacturing Expenses' and ‘Selling, General and Administrative 
Expenses’ categories of the income statement contained in our Form 10-K filed with 
the SEC, and are not aggregated at a corporate level. 
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Questions from Senator Richard J. D urbin 


Questions for all witnesses 

1. Please provide a table displaying, for each year since 2000: 

• the names of the top five most highly compensated individuals in your company 
for that year (with compensation defined to include salary, bonuses, benefits, 
stock options, in-kind gifts, deferred compensation, and other remuneration); and 

• the amount of compensation received by each of those individuals, broken down 
by amount and type of compensation. 

A. Please see Appendix 3 for copies of the Summary Compensation T ables 
contained in the 2001 through 2008 Proxy Statements filed with the Securities 
and Exchange Commission (SEC). 

These disclosures complied with SEC requirements at the time of submission. 
However, due to changes in disclosure req uirements since 2000, meaningful 
data comparisons (on a like basis) across the years are not possible. 


2. Please provide a table displaying the following information for your company for each 
year since 2000: 


• revenue 

• net income 

« return on equity 

• total capital investment 

• oil development investment 

• refinery investment 
A. 


• alternative energy research and 
development 

• cash holdings 

• marketing expenses 


ExxonMobil - Selected Financial Data 


($M - unless otherwise noted) 

2000 

2001 

2002 

2003 

2004 

2005 

2006 

2007 




Sales and Other Operating Revenue 

227,596 

20B.715 

200,949 

237,054 

291,252 

358,955 

365.467 

390,328 

Net Income 

17,720 

15,320 

11,460 

21.510 

25,330 

36,130 

39,500 

40,610 

Return on Shareholder's Equity (%) 

26 4 

21.3 

15.5 

262 

26,4 

33.9 

35.1 

34 5 

Total Capital Expenditures 

11,168 

12,311 

13,955 

15,525 

14,885 

17,699 

19,855 

20,053 

Upstream Capital Expenditures 

6,899 

8,816 

10,394 

11,908 

11,715 

14,470 

16,231 

15,724 

Refining Capital Expenditures 

1,335 

1,038 

1.355 

1.766 

1,324 

1.368 

1,610 

2,173 

Cash and cash equivalents (year-end) 

7,080 

6,547 

7,229 

10,626 

18,531 

28,671 

28.244 

33.981 


Alternative Energy R & D Expenditures 1 ’’ ExxonMobil has spent more than $235 million on alternative energy initiatives since 2000 
Marketing Expenses Expenditures for marketing expenses are internally stewarded by individual ExxonMobil 

business functions These costs are embedded in the "Selling, General and Administrative 
Expenses category erf the income statement contained in our Form 10-K filed with the SEC 
and are not aggregated at a corporate level 


Data Sources: 

ExxonMobil Form 10-K 

ExxonMobil Financial and Operating Review 

ExxonMobil Internal Data 


Not separately disclosed 
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3. Several weeks ago, the Wall Street Journal’s Market Watch quoted an industry 

analyst as estimating that about $25 to $30 of the price per barrel of crude oil may be 
attributed solely to speculation. 

a) Does your internal research support that analysis? 

A. We are unable to quantify the effect on crude oil price that may be attributable 
solely to speculation. 


b) What in your view is the price per barrel that can be justified purely by the supply 
and demand in the market? 

A. Crude oil prices are influenced by a multitude of factors. These include physical 
and fundamental factors such as, for example, supply, demand, inventory, and 
spare capacity, as well as expectations of the market participants on such 
matters as potential weather-related effects and outlooks on the growth of 
supply, demand, and capacity. In addition, crude oil prices can be affected by 
currency exchange rates, geopolitical risks, and actions of speculators and 
financial institutions such as hedge funds. It is not possible to identify 
definitively the impact of individual factors on crude prices because many of the 
factors may be correlated to each other. Thus, it is not possible to identify a 
price per barrel that can be justified purely by the supply and demand in the 
market. 


c) What steps do you think should be taken to protect consumers from the effects of 
excessive speculation in the trading markets for oil? 

A. ExxonMobil does not speculate in the oil or petroleum products markets. 

Markets must operate freely and not be subject to manipulation. Speculation 
and/or financial investment in futures contracts for commodities (such as oil), 
however, can add to market liquidity and thus the efficiency of the market for 
such commodities. While speculation in the commodities market does not 
increase supply or demand in the physical market for such commodities 
because there is a buyer for every position seller, it does provide an assessment 
of the expectations of forward price levels by market participants. Any proposals 
to limit speculation should be carefully considered to avoid unintended 
consequences such as reducing liquidity in the market. 


4. In your testimony, you claim that consolidation in the oil industry has been necessary 
to enable your company to compete globally. However, a 2004 GAO study found that 
consolidation and mergers in the oil refinery industry, “generally led to higher 
wholesale gasoline prices in the United S tates." As a result of all the mergers, the 
largest five oil companies now control 55% of the refining market, and the largest 1 0 
dominate 81%. 

a) In your view, how has market concentration in the refinery industry affected the 
price of gasoline? [see answer immediately below, under (b)] 
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b) Do you see a link between market concentration and reduced refinery production? 

A. We believe that consolidations in the U S. refining sector have improved the 
efficiency and capacity of U.S, refining, thus benefiting consumers. In the last 
decade, refinery capacity has grown significantly, as has the production of 
refined products. 7 U.S. refineries add the equivalent of one new refinery each 
year through expansion of existing facilities. 8 After significant restructuring in the 
industry, concentration of refining capacity is not at a level that gives rise to 
market power concerns — regional and national concentration levels are 
generally low to moderate. 


c) How much would increased refinery production lower gasoline and diesel prices? 

A. The price of gasoline and diesel is determined by market forces, of which 
increased production by U.S. refineries is only one factor. Directionally, if the 
supply of domestic products to the market could be increased at a cost less than 
imported product, this would be expected to have the effect of mitigating 
potential price increases. However, it is difficult to predict the precise impact on 
fuel prices because a number of other factors also affect prices including, for 
example, crude prices, the cost and level of imports/exports, demand, quality, 
inventory levels, refinery operations, government regulations, and market 
perceptions. 


5. In the last couple of weeks, we have seen the release of a handful of reports that 
claim that our use of ethanol has displaced a certain amount of gasoline from the 
nation's pool of transportation fuels, and that the displacement of more expensive 
gasoline with less expensive ethanol has resulted in lower consumer prices at the 
gas pump. These experts say that the savings have been between 15-20%, which 
would translate into about $400- $600 of savings per family or about $50 billion to $7 5 
billion saved nationwide. 

a) What is the effect on retail gasoline prices of cheaper ethanol being blended into 
gasoline? 

A. Ethanol prices have been both highe r and lower than gasoline prices. Retail 
gasoline prices are set by the market, based on supply and demand. At any 
specific point in time, the underlying costs of the product or its component parts, 
which may include ethanol, are factors in the retail price. Ethanol prices are a Iso 
set by the market, based on supply and demand, and bear a similar relationship 
to costs of feedstock (e g., corn), processing, and other factors of production. 


b) if the renewable fuels mandate were waived this year and nine billion gallons of 
ethanol were removed from the market, additional petroleum would need to be 


7 See Energy Information Administration, Annual Energy Review 2006, at page 141, Table 5.9 
(Refinery Capacity and Utilization, Selected Years 1949-2006); Timothy J. Muris and Richard Parker, A 
Dozen Facts You Should Know About Antitrust and the Oil Industry 44. 

8 Muris and Parker, supra note 2, at 26. 
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"found" to replace this fuel. Some economists say that prices would increase by 
as much as 50 cents to 80 cents per gallon based on standard calculations. 
Based on your historical observations, would you expect to see that large of an 
increase? 

A. Ethanol prices have been both highe r and lower than gasoline prices, so it is not 
clear that there would be a significant change in product prices if ethanol were 
removed from gasoline. We believe the lowest price to consumers (and cost to 
taxpayers) would be achieved through free market competition, without the 
distorting effects of subsidies or mandates. Finally, if the mandate were waived, 
ethanol could still compete for a share of the market. 


c) One of the challenges to making production and the mandate sync up is 

associated with the infrastructure needed to develop the biofuels industry. What 
is your position regarding higher blend levels of ethanol and the deployment of 
pumps capable of dispensing E-85? 

A. The most cost-effective use of ethanol is to maximize use of low level blends 
such as E-10 (10% ethanol in gasoline). E-85 can only be used by Flexible Fuel 
Vehicles, which according to EIA make up about 3% of the vehicle fleet. E-85 
also requires special equipment that may include tanks, pumps, underground 
piping and dispensers that are certified to handle this product. We believe 
intermediate blends (E-15 or E-20, for example) should be explored before 
widespread deployment of E-85 is considered. 
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Senator Kohl’s Follow-Up Questions 


For J. Stephen Simon 

1. We all recognize that the anti-competitive actions of the OPEC cartel have an important role 
to play in higher gas prices. In your estimation what would a gallon of gas cost if there was 
no supply limits imposed by the OPEC cartel? 

A. ExxonMobil is not able to speculate on an answer, due to the multiple factors 
that influence such prices, which we cannot foresee and over which we have no 
control. 

The question refers to actions of the OPEC cartel in withholding oil supplies from 
the global marketplace, but does not recognize the cumulative impacts of 
decades of our own national policies that have discouraged — and, by force of 
law blocked — the development of domestic energy supplies from an array of 
sources, including oil and natural gas. Ironically, proposed NOP EC legislation 
sanctioning limitations by other nations on "the production and distribution of oil, 
natural gas, or any other petroleum product" could be asserted against the 
United States itself if it were enacted by other nations. Longstanding doctrines 
of "sovereign immunity" between nations and "the act of state” doctrine have 
been established to avoid the pred ictable and counterproductive chain of 
retaliations that can unfold when one nation unilaterally asserts unbounded legal 
authority over the sovereign affairs of another. Over 25 years ago, U.S. federal 
courts relied upon these principles in rejecting antitrust litigation against OPEC. 

The development of domestic energy resources here in the U.S. should be a 
leading policy option for meeting our economy's growing energy needs, as it is 
actually within the power of our elected officials to authorize. According to the 
American Petroleum Institute (API), federal land and coastal waters hold an 
estimated 650 trillion cubic feet (Tcf) of recoverable natural gas — enough to 
heat 60 million homes for 160 years — and an estimated 118 billion barrels of 
recoverable oil — enough to power over 65 million cars for 60 years. Yet today 
the federal government prohibits any development activities for an estimated 30 
billion barrels of recoverable oil and 125 Tcf of natural gas. The American oil 
and gas industry's exploration and production methods have advanced 
substantially in recent decades to minimize the environmental impact of 
operations, and are being utilized all over the world to meet growing global 
energy demand. 


2. The FTC has testified to the Antitrust Subcommittee that 85 % of the variability in the cost of 
gasoline is caused by changes in the price of crude oil. Do you agree? 

A. Numerous FTC and other state and federal studies have concluded that t here is 
a high correlation between changes in the price of crude oil and change s in the 
price of motor gasoline. The graphic below reinforces the point. 
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3. In your opinion, how much of the price of crude oil is due to the speculation by oil traders? 

A. We are unable to quantify the effect on crude oil price attributable solely to 
speculation. 


4. Many experts believe that one important reason for excessive speculation in oil is low 
margin requirements in oil commodity trading. Unlike with respect to many other 
commodities and the stock market, a trader can speculate in this market with very small 
amounts of money, as margin requirements are as low as 8 percent. Do you agree with 
these experts that margin requirements should be increased in oil trading markets in order 
to reduce speculation? 

A. ExxonMobil does not speculate in the oil or petroleum products markets. 

Therefore, we are not in a position to provide an opinion on margin requirements 
for commodity trading. 
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5. Much of the crude oil the U.S. oil companies refine into gasoline and other petroleum 
products comes from their own oil fields. In 2005, ExxonMobil produced 477,000 barrels of 
oil per day in the United States, over 26% of your domestic refining capacity. Overall, the 
U.S. produces about 40% of the crude oil it consumes. The cost to produce this oil 
domestically should not be affected in any way by the rising worldwide price of crude oil, a 
price largely determined by the OPEC oil nations. Indeed, we’ve heard estimates that it 
costs only about $ 1 2 to produce each barrel of oil from a U.S. oil field, a far cry from the 
more than $ 130 per barrel price of crude oil on the world market. So why should the rising 
price of crude oil on the international markets lead to higher prices with respect to petroleum 
products refined from your own domestically produced oil? Are the oil companies just 
profiteering with respect to the oil that comes from the oil fields they own? 

A. U.S. consumers are faced with the prices on international petroleum markets 
because the U.S. imports the majority of its petroleum supply. Worldwide prices 
for petroleum products reflect physical and fundamental factors such as, for 
example, the current supply, demand, inventory, and spare capacity 
fundamentals, as well as expectations of the market participants on future 
supply, demand, inventory, and spare capacity fundamentals, as well as 
potential weather-related effects, geopolitical developments, currency 
relationships, interest rates, and storage cost expectations, and the actions of 
other market participants such as speculators, commodity investors, and hedge 
funds. The current cost of extracting oil from any particular field would be only a 
factor in the current price of petroleum. Clearly, in a highly competitive and 
transparent energy marketplace where thousands of transactions occur each 
day, prices move to levels where potential buyers and sellers enter mutually- 
beneficial transactions that efficiently balance supply and demand. 

The crude oil used to manufacture the fuel Americans consume may have been 
produced in the United States or in any one of more than 35 countries. Of the 
nearly 2 million barrels per day of crude oil that ExxonMobil refined in 2007 in 
the United States, about 90 percent were purchased from others. ExxonMobil is 
a substantial net buyer of crude oil and we pay the prevailing market price for 
the crude oil needed to supply our refineries. 
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6. In the last 15 years there has been a tremendous amount of consolidation in the oil industry 
- in its 2004 report, the GAO counted 2600 mergers and acquisitions in this industry since 
the 1990s alone. Indeed, almost all the companies represented here today are a product of 
these mergers. During this time, the FTC has approved most of the oil industry mergers it 
has reviewed, including the gigantic ones like Exxon/Mobil, Chevron/T exaco, and 
Conoco/Phillips While each one of these mergers may not have seemed problematic when 
reviewed, taken as a whole these mergers have greatly increased concentration in the 
industry. And the GAO concluded that these mergers have raised gasoline prices. The GAO 
is currently updating its 2004 study at the request of me and some of my colleagues. 

What is your view of the effects of these mergers on competition in your industry and the 
price of petroleum products? And please predict whether we are likely to see even more 
consolidation in the years ahead. 

A. We believe that recent consolidations in the US refining sector have improved 
the efficiency of U.S. refining, placing it in a stronger position to compete in the 
worldwide petroleum marketplace. In our own merger, we have seen 
improvements from sharing the best practices of each of the parent companies 
with the refineries of the other. Several refineries have been sold to 
independent/smaller refiners as part of FTC conditions for allowing mergers to 
proceed. For example, independent refiner Valero is now the largest U.S. 
refiner. 

ExxonMobil does not know whether more consolidation of firms will occur in the 
future. 
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Questions of Chairman Patrick Leahy 


1 . Mr. Hofmeister testified last week that the price of crude oil should be in the range of 
$35 to $65 a barrel. If the price of crude oil on the world market returned to that 
competitive level, what could your company charge for a gallon of gas and remain 
profitable? 

A. ExxonMobil does not set the price for gasoline in the marketplace, and we are 
not able to speculate on an answer, due to the multiple factors that influence 
such prices, which we cannot foresee and over which we have no control. 
Gasoline prices are driven primarily by crude oil prices over the long-term, but 
are also impacted in the short-term by many regional as well as local factors. 

For example, gasoline prices can be affected in the short term by factors such 
as planned or unplanned refinery turnarounds, weather, pipeline outages, 
variations in the level of petroleum product imports, or a real or perceived 
supply-demand imbalance associated with changes in specifications or seasonal 
grade changes. 

Also, "profitability' 1 is an imprecise term, During the 1980s and 90s, the U.S. oil 
industry earned relatively poor rates of return on its investments, especially for 
the refining sector that needed to meet various environmental requirements, 
including for cleaner-burning fuels. According to the American Petroleum 
Institute, from 1990-2006, the average return on investment for the U.S. oil and 
natural gas industry was ~10.0% compared to —1 3.1 % for the Standard and 
Poor’s Industrials. 


2. Each of your companies is vertically integrated from oil exploration and production 
through refining and retail gasoline sales. 1 understand that the price of crude oil is 
set on the world market, and that your companies, for the most part, sell the crude oil 
they produce on the market and then buy back the crude oil that they refine. I further 
understand that each of your companies refines more oil than it produces. 

The efficiencies that come from vertical integration, however, should include the 
ability to refine the oil that you produce in a manner that is less expensive than if 
purchased in the commodities market. 

a) What is your company doing to make vertical integration work for consumers? 

A. Vertical integration is common throughout the U.S. economy and occurs in many 
industries. This structure simply substitutes ownership for contractual relations 
when it is less expensive and more efficient to do so. Vertical integration is 
generally pro-consumer. There are numerous efficiency-enhancing benefits that 
flow from vertical integration, including, for example, (i) reducing transaction 
costs, (ii) preventing contractual opportunism, e.g., where one party to a contract 
“holds up” another party after that party has made significant investments in 
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support of the contract, and (iii) eliminating distortions in input choices when 
firms can substitute between inputs. 9 

b) If your company refined only the oil that it actually produced, rather than buying 
and selling on the world market, what price could it charge for a gallon of gas 
today and remain profitable? 

A. ExxonMobil produces less oil than it refines and is a net buyer of crude oil. 

Worldwide, we refine nearly two and a half times as much crude as we produce, 
and we must pay the prevailing market price for crude to meet our refining 
needs. 

ExxonMobil optimizes the crude slate for its refinery operations while adhering to 
the highest safety, health, and environmental standards and reliably meeting our 
customer commitments. If the preferred crude is different than ExxonMobil’s 
own equity production based on timing, market values, quality and logistical 
considerations, it may sell its own production and buy another crude from the 
market. Such steps ultimately lead to lower overall costs to the consumer due to 
increasing efficiency in the very competitive refining sector. 


3. How much has each of your companies spent, directly or indirectly, on studies and 
reports on climate change? Please specify the studies and reports produced with 
your companies direct or indirect support. 

A. ExxonMobil has contributed approximately $1.8 million over the last five years 
for studies at universities and other institutions pursuing work on climate change 
(see chart). 

As we do not keep an accounting of the number of papers and reports these 
prog rams produce, we suggest the Com mittee contact these org anizations if the 
Committee wishes to have additional information. 


Organization Name 

Battelle - Pacific Northwest National Laboratory 
Bermuda Institute of Ocean Science 
IEA Greenhouse Gas R&D Programme 
MIT Global Climate Change Program 
Stanford University (Climate Change Impact & 
Assessment Workshop; Energy Modeling Forum) 
Yale University (Climate Science Forum) 


Support over 5 year period 

$250,000 

$250,000 

$157,000 

$1,000,000 

$120,000 

$70,000 


"S ee Federal Trade Commission, The Petroleum Industry: Mergers, Structural Change, and 
Antitrust Enforcement 229 at note 23, available ai 

littp:.7www. ftc.gov/os; 2004/08/04081 jmergersinpelrolberpLndl ': John Gewecke, Empirical Evidence on the 
Competitive Effects of Mergers in the Gasoline Industry (Public Comment, FTC Conference on Factors 
that Affect Prices of Refined Petroleum Products II, July 16, 2003), available at 

httn:.,Avv\Av.ftc.i>ov J hc.' e asconfcoiiunents2. geweckel.pdf : Martin Perry, Vertical Integration: Determinants 
and Effects, in 1 Handbook of Industrial Organization 185 (edited by Richard Schmalensee and 
Robert Willig, 1989). 
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In addition, ExxonMobil scientists have undertaken climate change research and 
related policy analysis for more than 25 years and their work has produced more 
than 40 papers in peer-reviewed literature. Following is a list of ExxonMobil 
contributed papers and reports as well as published work our scientists have 
conducted with colleagues. Our scientists also participate in the United Nations 
Intergovernmental Panel on Climate Change (IPCC) and numerous related 
scientific bodies. See Appendix 4, also available at 

http://www.exxonmobil.com/Coroorate/investor issues contributedpapers.aspx 

ExxonMobil is also advancing emerging energy technologies and carbon capture 
and sequestration approaches, which obviously are related to responsibly 
addressing the challenge of climate change, but are not "studies and reports on 
climate change" per se. In addition, our company has ongoing work at our 
research centers, which involve collaboration with universities and other research 
organizations, but these are not addressed as they do not relate to completed 
"studies and reports." 
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Questions for Mr. Simon : 

1. In April, you testified that Exxon Mobil planned to spend $100 million over the next 
ten years on research into renewable fuels. In response to a question from Senator 
Schumer last week, you indicated that Exxon Mobil spends over $100 million in 
research and development of alternative fuels, but did not specify a time frame. 
Please provide the Committee with the number that accurately reflects the amount of 
money Exxon Mobil is investing in research and development of alternative fuels in 
2008, and the total that accurately reflects the amount Exxon Mobil is planning to 
invest in research and development of alternative fuels over the next 10 years. 

A. ExxonMobil plans to invest more than $100M in research and development on 
energy efficiency and alternative energy in 2008. Due to the competitive nature 
of R&D investments, Exxon Mobil is not in a position to share future planned 
spending in this area over the next ten y ears. 


2. A May 25, 2008 article in the New York Times, “Peeved at Prices? Don’t Blame the 
Dealer,” implies that Exxon increases the wholesale price that it charges its 
franchisees for refined gasoline based on what the retailer is charging th e end user - 
not based o n an increase in the pr ice of crude oil or other costs to the company . As a 
result, small business owners are squeezed even as the price of a gallon of gas for 
consumers continues to rise. Is this accurate and, if not, on what basis does Exxon 
determine the wholesale prices it charges franchisees? 

A. No. ExxonMobil sets its wholesale price to its dealers based on a number of 
market factors, including competitive retail prices, enabling ExxonMobil dealers 
to compete effectively in their local trade areas. Dealer wholesale prices are 
determined not with reference to an individual dealer, but are based on these 
local market factors that may vary significantly from area to area. The cost of 
crude and commodity gasoline prices do have an overall impact on the level of 
pump prices, but in the short term, the key factor is the local market. 
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Senator Dianne Feinstein Questions for the Record 


1. According to the May 15 th Congressional testimony of the CFTC’s Chief Economist 
and the CFTC's Director of Market Surveillance, oil companies are driving up the 
price of oil. These experts stated: “Our studies consistently find that when new 
information comes to the market and prices respond, it is the com mercial traders 
(such as oil companies, utilities, airlines) who react first by adjusting their futures 
positions. When these commercial traders adjust their futures positions, it is 
speculators who are most often on the other side of the trade. Price changes that 
prompt hedgers to alter their futures positions attract speculators who change their 
positions in response. Simply stated, there is no evidence that position changes by 
speculators precede price changes for crude oil futures contracts.” CFTC believes 
that oil companies are driving up prices in futures markets, not speculators. Yet, 
during the Judiciary Committee hearing on May 21, Mr. Stephen Smith of Exxon 
Mobil asserted that his firm “does not speculate.” Does your firm buy or sell positions 
in crude oil futures markets? If your firm participates in futures markets, can you 
refute CFTC's assertion that your firms are driving up oil prices? 

A. ExxonMobil does not speculate in the oil or petroleum products markets. 

ExxonMobil’s use of derivatives to hedge physical volumes is de-minimus. For 
example, during 2007 ExxonMobil’s use of derivatives to hedge physical 
volumes was less than 2% of physical volumes. All of ExxonMobil's derivative 
positions are directly linked to physical volume movements and are not 
considered to be speculative under CFTC or NYMEX definitions. 


2. Your firms vehemently oppose legislation - such a s the 2007 energy bill tax 

amendment and Senator Reid's recent legislation to tax windfall oil company profits - 
that would increase the tax burden on oil and ga s companies, arguing that increased 
taxation will lead to higher gas prices for consumers. However, you argued before 
the Judiciary Committee that your companies are unable to lower the price of oil. You 
say that you simply take the price in this global marketplace, instead of offering oil for 
sale at a set price and set mark-up. These two positions seem inconsistent. Do the 
economics of your firms influence oil prices, and will oil prices go up if your taxes go 
up? Or do the economics of your firms stand independent of oil prices, and will oil 
prices be set by demand regardless of the enormous size of your profits? It can’t 
possibly be both. 

A. Crude oil prices, which are the largest component of fuel prices, are set on 
globally traded markets which consider supply, demand, geopolitical risk, dollar 
value and other factors in determining those prices. Each day, ExxonMobil buys 
about 4 million barrels of crude, at those market prices, to supply its refineries. 

In addition, ExxonMobil uses part of its global crude production of about 2.4 
million barrels a day to supply its refineries. 

Because supply of product is critical in meeting the demands of a growing global 
economy, any legislation that would include provisions to single out an industry, 
such as the oil industry, for additional windfall profit or other taxes, would 
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negatively effect investor confidence and directly reduce available funds for 
investment in exploration and production of energy sources. As such, by 
reducing investment in resource development along with already limited access 
to domestic development, growth of crude supplies would be reduced, and 
ultimately, upward pressure on prices should be expected as a conseque nee. 


3. The expense and technical challenge of developing new oil resources in harsh 
environments such as the Arctic is a frequently heard rationale for large oil industry 
mergers. Are these projects working out as planned? Can we expect to see large 
new petroleum resources coming on line in the next few years as a result of 
mergers? 

A. We are not able to speculate on any direct correlation between oil industry 

mergers and future "large new petroleum resources." We are able, however, to 
speak to our major project start ups in the next few years. As project scale and 
complexity increase across the industry, the challenge to bring new energy 
supplies to market grows. Below are examples of the major project start-ups we 
now are planning, as provided in ExxonMobil's 2007 Financial and Operating 
Review: 
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The merger of Exxon and Mobil was finalized in November 1999. The merger 
was an opportunity for both companies to significantly enhance shareholder 
value, including improved capital productivity which has allowed the combined 
company increased range and scope to select the best projects to advance. 

While ExxonMobil is the largest U.S. oil and natural gas company, we account 
for only two percent of global energy production. With respect to oil reserves, 
we rank 14th. Government-owned national oil companies dominate the top 
spots. In order for American energy companies to compete successfully in the 
global energy market, it is vital that we have sufficient scale and financial 
strength to develop multi-billion dollar projects around the world. The merger of 
Exxon and Mobil nearly a decade ago enhanced the scale and competitiveness 
of our company. 

The international market for energy is enormous. Providing the world the 
growing energy it will need will require massive investments, by strong 
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competitors, in coming decades, in fact, the International Energy Agency 
recently estimated that an estimated total investment of $22 trillion will be 
needed for the period 2006 through 2030 to meet the world's growing demand 
for energy of all types — or roughly eight times the size of the estimated 2007 
U.S. federal budget. 


4. To what extent are your refineries able to defer planned maintenance if and when 
refined product markets are tight? Has your company ever deferred refinery 
maintenance to meet a tight marketplace? If so, how frequently has your firm 
deferred maintenance? At what refineries and on what dates? 

A. ExxonMobil takes seriously its responsibility to providing reliable supplies of 
energy at competitive prices to U.S . consumers. In order to operate safely and 
efficiently, refineries must conduct maintenance. ExxonMobil tries to maximize 
planned maintenance to achieve manufacturing cost efficiencies. Planned 
maintenance includes both routine maintenance and major maintenance. Major 
maintenance on refinery units is commonly referred to as turnarounds and 
typically occurs every three to seven years and reduces refinery output for a 
longer time than does routine maintenance. In order to minimize the impact of 
major maintenance on refinery output, ExxonMobil typically schedules major 
maintenance during lower seasonal demand periods. 

Major maintenance activities are complex endeavors that are usually planned up 
to 3-4 years in advance of the event and often involve hundreds or even 
thousands of contractors. Schedules are affected by requirements to procure 
long-lead time materials and equipment, and by regulatory actions such as 
mandated environmental controls and newly required transportation fuel quality 
specifications. Planning for major maintenance includes developing product 
supply alternatives, for example, by sequencing of major maintenance across 
ExxonMobil's multiple refineries and/or by procuring supplies from other 
sources. Late changes to schedules can lead to costly inefficiencies, increased 
downtime durations and consequent overall reductions in refinery output, and 
jeopardizes predictability in executing and delivering on our plans. 

Because of these factors, ExxonMobil generally does not defer scheduled 
refinery maintenance based on tightness of refined product markets. Exceptions 
are rare and reflect extraordinary events that disrupt our planning and execution 
strategies. For example, planned maintenance was safely deferred on a 
gasoline producing unit at our Baytown Refinery and a crude oil distillation unit 
at our Baton Rouge Refinery in order to maximize gasoline production capability 
in response to the extraordinary supply disruptions caused by Hurricanes 
Katrina and Rita. 
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5. With constraints on the expansion of refinery capacity in California, how do you 
foresee meeting demand for gasoline and diesel in the future? 

A. ExxonMobil anticipates meeting customer demand for its products. 

According to data from the Energy Information Administration, ExxonMobil has 
expanded the capacity of its refinery in California (in Torrance) more than the 
average of other California refiners and more than the average for the US as a 
whole. 

EIA Distillation Capacity, kBD 



1997 

2007 

Increase 

Torrance 

130 

149.5 

15% 

California ex Torrance 

1781 

1888 

6% 

US 

15,452 

17,443 

12% 


kBD = thousands of barrels per day 


6. According to initial research by the Government Accountability Office conducted at 
my request, the San Francisco Bay area has a significant degree of refinery market 
concentration. San Francisco also consistently has some of the highest gasoline 
prices in the United States - higher than other regions of California that must use the 
same reformulated gasoline. Do you believe that the high degree of market 
concentration among refineries in the San Francisco Bay Area is causing higher 
gasoline prices in this area? 

A. Prices are set by the market forces of supply and demand. It is difficult to 

quantify the impact of any one sub-factor on prices. This is because a number 
of them affect prices, including, for example, the level of imports and exports, 
demand, quality specification, inventory levels, refinery operations, government 
regulations, and market perceptions 

Exxon sold its Benicia refinery, which is near San Francisco, at the time of the 
Exxon-Mobil merger. ExxonMobil does not own a refinery in the San Francisco 
area. 


7. How do pipeline and port constraints affect your ability to provide adequate supplies 
of fuel to consumers? 

A. We are not aware of an infrastructure (port, terminal or pipeline) constraint that 
currently limits or restricts ExxonMobil’s ability to provide adequate fuel supply to 
our customers in markets where we do business. However, there are areas in 
which the streamlining of government regulatory and permitting processes could 
improve our ability to respond efficiently to meeting the challenges and 
constraints in logistics infrastructure that are evolving as a result of growing 
demands, changing fuel specifications/composition and new supply sources. 
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8. Given the importance of free market competition to the energy sector, what is your 
view of the current 54 cent a gallon tariff on ethanol imports into the United States? 
Do you believe Congress should red uce the tariff, at least to the $0.45 per gallon 
level that blenders receive for using ethanol in the United States? Would you 
endorse legislation to do this? 

A. ExxonMobil does not support subsidies, mandates or tariffs, or legislation that 
would result in any of these mechanisms, which distort the market and add cost. 


9. It would appear that Russia is currently working to lay claim to the North Pole and its 
natural resources. How would you like to see the situation resolved? What role 
should the U S. government play? 

A. It is the role of governments, and not of industry, to agree on national 

boundaries. If a boundary is agreed by treaty or otherwise among governments, 
ExxonMobil respects the sovereignty of the nations who are parties to that treaty 
or agreement, as would any law abiding citizen or organization. 


10. Over half, and in some cases, roughly 75% of the proven reserves of a number of 
American oil companies are located abroad. Looking at, say, Venezuela as an 
example, it seems possible that we are beginning to see a new wave of energy 
resource nationalizations. How is your company working to protect shareholders 
from the adverse consequences of such actions? 

A. Unfortunately, current conditions and emerging challenges have led som e to 
pursue isolationist or protectionist energy policies which could have severe 
consequences for the global economy and for global energy security over the 
longer term. The key to addressing global energy challenges lies in free 
markets and strong international partnerships, with the "rule of law" as an 
essential foundation. It continues to be very important that industry, 
policymakers and civic leaders work together to support these important 
principles. 

In addition, ExxonMobil is confident that its ability to complement partnerships 
with National Oil Companies, and other partners, will assure its future 
competitiveness. In these partnerships, we are able to align interests to 
maximize the value of a given resource. We provide: (i) proprietary 
technologies and financial capability; (ii) proven operations and project 
management capabilities; and (iii) a proven ability to bring people together. 

With technology, we can overcome the challenges associated with geography 
and geology, i.e., much of the Earth's remaining recoverable oil resources are 
found in complex geologic formations, in remote locations, and under harsh 
conditions. With project execution excellence, we have demonstrated our ability 
to deliver on project completion timelines, consistent with integrated contracts, 
and within budgets. This capacity is critical in today’s relatively high price 
environment, where inefficiencies and mistakes are easily magnified. 
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Questions for Exxon Mobil: 


1 . Many in the oil industry attribute the increasing cost of oil to the increasing cost of oil 
production. However, according to Exxon Mobil’s first quarter 2008 financial 
statement, operating costs increased $200 million compared to the year before, but 
Exxon Mobil's upstream earnings were $8.8 billion, up $2.7 billion from the year 
before. If operating expenses are only $200 million more than last year, why are you 
selling your product for $2.7 billion more? 

A. Our Upstream earnings in the first quarter of 2008 were up $2.7 billion, reflecting 
the increased prices of crude oil and natural gas in the global m arketpiace. 

Crude oil and natural gas are global commodities that are traded freely on 
commodity markets. ExxonMobil is a price taker in this global marketplace, and 
our earnings are affected by the price the market sets for our products. 

Upstream costs in the first quarter were $250 million higher than last year, while 
taxes were $300 million higher. 


2. According to Exxon Mobil's first quarter report, your liquid oil production is down 6 
percent from last year. The quarterly report states: “Excluding the Venezuela 
expropriation, divestments, OPEC quota effects, and price and spend impacts on 
volumes, liquids production was down 6 percent. Increased production from projects 
in west Africa and the North Sea was more than offset by mature field decline, PSC 
net interest reductions and maintenance activities ") What accounts for this decline? 
Is Exxon Mobil hoarding oil in anticipation of the price going up further? Is your firm 
running out of available oil? 

A. ExxonMobil is neither "hoarding" nor "running out” of oil. 

The primary reason for the overall decline in liquids production is driven by the 
natural decline of the fields on production. After a period of production at 
plateau rates, it is the nature of oil and gas fields eventually to produce at 
declining rates for the remainder of their economic life. Decline rates can vary 
widely by individual field due to a number of factors, including, but not limited to, 
the type of reservoir, fluid properties, recovery mechanisms, and age of the field. 
Furthermore, ExxonMobil’s net interest in production for individual fields can 
vary with price and contractual terms. Over the long term, ExxonMobil has been 
successful at offsetting the effects of natural field decline through disciplined 
investments in new opportunities to provide additional production volumes and 
anticipates similar results in the future. 
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Chairman Leahy, Senator Specter and members of the Committee, I am John 
Hofmeister, Retiring President of Shell Oil Company. 

Shell Oil Company is an affdiate of the Shell Group, a global group of 
energy and petrochemical companies, employing approximately 1 04,000 
people and operating in more than 1 10 countries and territories. Shell Oil 
Company, including its consolidated companies and its share in equity 
companies, is one of America's leading oil and natural gas producers, natural 
gas marketers, gasoline marketers and petrochemical manufacturers. Shell, a 
leading oil and gas producer in the deepwater Gulf of Mexico, is a 
recognized pioneer in oil and gas exploration and production technology. 

I welcome the opportunity to testify today. It is, in fact, very timely because 
it comes at the end of an 18-month Shell journey called “A National 
Dialogue on Energy Security.” We traveled to 50 cities and visited with 
more than 15,000 Americans to engage in meaningful dialogue on energy 
security. 

I heard what you are hearing. 

Americans are very worried about the rising price of energy - the cost to fill 
their cars, as well as the cost to heat, cool and light their homes and 
businesses. These cost increases are hitting consumers hard, particularly the 
poor and those on fixed incomes. 

Let’s look at historical data on the price of a barrel of crude and the average 
price of regular gasoline. Since April 2004, the price of a barrel of U.S. light 
sweet crude has gone up by more than $70, which is more than a 300 percent 
increase. In this same period, the average U.S. nationwide price of regular 
gasoline at the pump went up 100 percent. Looking just at the last 12 
months, the price of a barrel has increased $60, or more than 100 percent. 
The price of regular gasoline has gone up 20 percent. 

There is no single reason or simple explanation for the recent run-up in 
crude oil prices. Rather, a combination of circumstances, some short-term 
and some long-term in nature, is playing a role. 
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Let me highlight some of these factors. 

• The rate of growth in global demand for oil has accelerated in recent 
years. This is largely the result of rapid economic growth and 
industrialization in countries like China and India and also sustained 
subsidies on oil products in oil exporting countries. 

• Geopolitical events, such as the disturbances in the Niger Delta, have 
reduced supplies available to the international market. 

• The cost of materials, labor and engineering services has skyrocketed. 
This in turn drives up the cost of new energy projects and the cost of 
developing new energy supplies. 

• There is a shortage of capacity in energy services and materials. This 
shortage is in some instances leading to project delays and lengthening 
the time it takes for new projects and new supplies to come on line to 
meet increased demand. 

• Access to oil and gas resources is becoming more difficult around the 
world. This, coupled with more stringent fiscal conditions governing 
investment in several major oil and gas-producing countries, adversely 
affects the economics of new energy projects. It may lead to reductions 
or delays of new investment in oil and gas supply capacity. 

• The oil and gas resources that are available for development are 
increasingly found in extremely difficult or hostile areas - areas that are 
more technically challenging, more remote from markets, require more 
infrastructure, carry greater technical risk, have longer development lead 
times and are more costly to develop than has been the case during the 
past 30 years. 


In addition, developments in the financial market have also contributed to 
the rise in prices. 

• The fall in the value of the U.S. dollar, relative to other currencies, has 
reduced the equivalent revenue available to oil exporting countries and 
also partially shielded other oil importing countries from the impact of 
rising dollar-denominated oil prices. 

• Global investment funds are rebalancing their portfolios to include a 
higher portion of commodities, including oil and natural gas, and this 
trend has accelerated with recent weakness in equity markets. 
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Along with the above factors, some observers have questioned whether 
speculative trading has also contributed to increased crude oil prices. We 
have observed that there are more participants buying and selling oil 
commodities than previously, and that these participants are made up of 
commercial users, such as ourselves, and non-commercial entities, such as 
pension funds, university endowment funds and hedge funds. Yet, it is 
unclear what effect this activity has had on prices. For example, the 
Commodities Futures Trading Commission recently testified before 
Congress that there was an absence of evidence that speculation had driven 
up oil prices. What is clear, however, is that the combined oil commodities 
trading community is telling us that we need to produce more oil. 

Despite the apparent size of the major investor-owned energy companies, 
this remains a highly competitive industry. Consider the structure of our 
retail gasoline business, where the Shell brand has an 1 1 .3 percent market 
share nationwide. Roughly 95 percent of Shell branded stations are owned 
by independent retailers and “jobbers.” We are seeing healthy new retail 
competition emerging with brands such as WaWa, Sheetz and Turkey Hill. 

From the perspective of the transactions experience at Shell, in markets of 
concern to both federal and state antitrust law enforcement agencies, 
mandatory divestitures were designed to prevent declines in the number of 
competitors or increases in concentration. And we have fully complied with 
such divestitures. 

Most of these factors are not controlled by or even much influenced by the 
actions of oil companies. However, our business is developing energy and 
delivering it to consumers in the most efficient and cost-effective manner we 
can. We will continue to strive to contain cost pressures and to deliver these 
energy products to consumers at competitive prices in a secure and reliable 
manner. 

Today I will talk about three issues related to the energy future of America. 
First, the global demand for energy and the supply outlook. Second, the 
investments that Shell is making to increase energy supply. Third, actions 
that policymakers can take to address the energy challenge. 
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Energy Demand and Supply 

The world will demand an additional 35 million barrels of oil per day by 
2030, which is a 42 percent increase over today’s demand. It will demand 64 
percent more natural gas than we are producing now. 

The United States accounts for 25 percent of the world’s energy demand. 
Americans use 10,000 gallons of oil - enough to fill a backyard swimming 
pool - every second of every day. We use 20 railcars of coal every minute. 

These are sobering facts. How will this demand be met? Alternative and 
renewable energy sources will play a role and grow substantially. Energy 
efficiencies will improve as new technologies are developed and 
implemented. But leading experts forecast that oil and natural gas will 
continue to meet more than half of the world’s energy needs in 2030. 

There is no shortage of molecules of oil and gas in the ground. However, 
there are multiple influences that will affect the pace at which this oil can, 
and will, be developed. 

On the demand side, we are seeing a step-change in the growth of demand 
for energy, particularly as emerging economies, such as China and India, 
enter into more energy-intensive phases in their economic development. It 
will be vital to become more efficient in how we use energy and to develop 
unconventional sources of oil and gas (such as oil sands), biofuels and 
vehicle electrification to meet this surge in demand. All energy sources 
added together will struggle to match demand - we will need 
all of the energy we can get. 

On the supply side, many existing reservoirs are facing a natural decline in 
production. This means that high levels of continuous investment are 
required just to maintain status quo or to invest in enhanced oil recovery 
(EOR) techniques. In addition, ever-increasing levels of investment are 
required as smaller fields are developed and more complex frontier 
environments become the targets for hydrocarbon exploration and 
production, alongside the development of unconventional oil and 
gas supply. There are also uncertainties about the pace of investment in 
sensitive regions such as the Middle East and Latin America. Naturally, 
major resource-holding governments seek also to develop their sovereign 
reserves at a pace that matches their own economic goals. 
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The significant economic point comes when tensions arise between the 
growth of global demand for energy and the pace of investment, production 
and supply. We believe we are entering such a period and will face this 
increasingly for some time to come. 

U.S. production has fallen steadily for the last 35 years. Oil production in 
this country peaked in the 1970s. As U.S. consumption of oil has doubled, 
domestic oil production has fallen off nearly 40 percent. Why? In large part, 
this is the result of government policies that placed important oil and gas 
resources off limits. 

We still have a significant resource base in this country, both offshore and 
onshore. The U.S. Government estimates that there are about 300 trillion 
cubic feet of natural gas and more than 50 billion barrels of oil yet to be 
discovered on the Outer Continental Shelf surrounding the Lower 48. When 
you then add in the Alaska OCS resource, you add the potential for another 
122 trillion cubic feet of natural gas and 25 billion barrels of oil. 
Unfortunately, 85 percent of the Lower 48 resource base is off-limits 
because of Congressional moratoria. 

The U.S. has enormous oil shale resources, too, that, when the technology to 
extract it is mature, may provide a very significant boost to domestic energy 
supply. According to Rand Corporation, the oil resource in place within the 
Green River Formation, which covers portions of Colorado, Utah and 
Wyoming, ranges from 1.5 to 1.8 trillion barrels, of which between 500 
billion and 1.1 trillion barrels are recoverable. According to Rand, “the 
midpoint in our estimate range, 800 billion barrels, is more than triple the 
proven oil reserves of Saudi Arabia.” The U.S. has more oil locked in shale 
than any other country on Earth but impediments exist to accessing and 
developing this resource. 

For the past 30 years, federal policies have restricted the availability of 
domestic oil and gas resources to U.S. consumers. Such as: 

• Outer Continental Shelf Moratorium Atlantic Ocean 

• Outer Continental Shelf Moratorium Pacific Ocean 

• Outer Continental Shelf Moratorium Eastern Gulf of Mexico 
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• Congressional bans on onshore oil and gas activities in specific areas 
of the Rockies and Alaska 

• And even a Congressional ban on doing an analysis of the resource 
potential for oil and gas in the Atlantic, Pacific and Eastern Gulf of 
Mexico 

According to the Department of the Interior, 62 percent of all onshore 
federal lands are off-limits to oil and gas development with restrictions 
applying to 92 percent of all federal lands. 

The Argonne National Laboratory did a report in 2004 that identified 40 
specific federal policy areas that halt, limit, delay or restrict natural gas 
projects. I urge you to review it - it is a long list. If I may, I offer it today, if 
you would like to include it in the record. 

Hundreds of lawsuits result in significant delays or eventually derail energy 
projects. A 2004 report by the General Accounting Office identified 10 
opportunities during the leasing and permitting process where outside parties 
can sue to hold up or stop oil and gas projects on federal lands. And we are 
now seeing increased litigation on offshore activities as well. The combined 
weight of litigation and restrictive and uncertain policies is placing a heavy 
toll on America’s ability to produce its own energy resources. 

As we have increased imports to meet our domestic energy needs, a new 
concept of “resource nationalism” is emerging in resource-rich nations 
around the world. This concept has changed the dynamics of global energy 
development. Thirty years ago, national oil companies owned by or 
affiliated with governments were either non-existent or small players. 

Today, these national oil companies own as much as 90 percent of the 
proven oil reserves in the world, while investor-owned oil companies - some 
of which are here today - hold just six percent of proven reserves. 

In 2006, the U.S. imported 3.7 billion barrels of oil to meet domestic 
demand, which is more than seven times the amount imported in 1970. The 
United States is the only country in the world that restricts the use of its own 
energy resources while transferring trillions of dollars of wealth to other 
countries in order to import energy. 

So what is Shell doing? We are making significant capital investment to 
produce more energy - and more kinds of energy - to meet global demand. 
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Enormous amounts of capital are required to fund our huge-scale projects 
and our cutting-edge research. 

Let me share with you some statistics: 

• Today, we have double the number of new projects under construction 
that we had in 2004. 

• Last year, we spent some $25 billion on capital investment worldwide 
developing energy projects. 

• This year. Shell will spend $28 billion to $29 billion - the largest 
capital expenditure program in the oil and gas industry. 

• Over the last 3 years that I have been in office, Shell has spent over 
$10 billion on capital investments just here in the U.S. 

Shell has invested in alternative and renewable technologies, as well as 
additional conventional and new unconventional energy sources. 

Wind 

Shell is becoming a significant wind energy producer. We are involved in 1 1 
wind projects spread across the U.S. and Europe. The total capacity of these 
projects is around 1,100 megawatts (Shell share is about 550 megawatts) 
with 845 megawatts in operation and more than 260 megawatts under 
construction. Out of the total capacity, almost 900 megawatts are in the 
United States where we have wind farms in Texas, Colorado, Wyoming, 
California, Iowa and West Virginia. More wind farms are under 
development. Our activities focus on the development and operation of 
commercial-scale wind developments that can add significant power and 
capacity to the grid. 

Solar 

Shell is an international developer of thin-film solar technology. We believe 
thin-film technology - although in the early phases of development - could 
prove to be the most commercially viable form of photovoltaic solar 
technology to generate electricity from the sun’s energy. 
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Biofuels 

Shell is making a major commitment to the use of biofuels in transport fuels. 
Shell is the world’s largest blender of biofuels by volume and one of the 
world’s largest distributors of transport biofuels, at around 800 million 
gallons a year. Shell buys and sells 400 million gallons of ethanol a year in 
the United States, about 11 percent of the total U.S. ethanol production. 

And our commitment will increase to meet the new Renewable Fuel 
Standard (RFS) mandates passed by Congress last year, including the 
significant increase in the supply and distribution infrastructure necessary to 
move the five-fold increase in the RFS to markets all over the U.S. 

Shell is a leader in the development of advanced biofuels technologies. We 
are quadrupling our rate of investment in transport biofuels, particularly in 
those using more sustainable second-generation technologies. 

Shell believes that cellulosic ethanol holds particular promise. In the last six 
months, we have announced three new or expanded partnerships in advanced 
biofuels research and development projects in the United States, including 
fuel from algae and a promising new technology that could convert 
cellulose-derived sugars directly to biogasoline, rather than ethanol. This 
technology could potentially eliminate the need for special infrastructure and 
the low blend rates now required for standard vehicles. 

Hydrogen 

Shell is a leader developing transportation solutions with hydrogen. We are 
building hydrogen infrastructure in the United States, Europe and Asia. 

Right here in Washington, D.C., approximately three miles from 
Capitol Hill, is the nation’s first integrated gasoline/hydrogen station at our 
Shell station on Benning Road. 

Gasification and Gas-to-Liquids Fuel 

The Shell proprietary gasification technology is being used to convert coal 
and biomass into a cleaner fuel for power generation and other applications. 
We also have a leading position in Gas-to-Liquids (GTL) technology for the 
production of cleaner transportation fuels. Our Pearl GTL project under 
construction in Qatar will be the world’s largest plant converting natural gas 
into transportation fuel. GTL from our plant in Malaysia is mixed with diesel 
and sold at 5,000 Shell stations in 1 1 countries. 
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Liquefied Natural Gas 

Shell is an industry leader in the production of liquefied natural gas (LNG). 
When projects under construction in Australia, Sakhalin and Qatar are 
completed, our LNG production will have increased 80 percent above 2005 
levels. In the United States, we have significant regasification capacity at 
two existing LNG terminals and plans for development of a new terminal in 
the Northeast. 

It is important that we put these energy sources into proper perspective. As I 
mentioned earlier, alternative and renewable energy sources will not make a 
significant contribution to the energy mix for many decades to come. 
Therefore, Shell continues to make substantial investment in producing and 
refining conventional oil and gas. 

Oil and Gas 

Exploration and Production: The Shell Exploration & Production (E&P) 
North American business is dedicated to growing the North American 
energy supply, a commitment underpinned by a history of investing billions 
each year, developing future domestic energy sources and defining new 
frontiers. 

In the Gulf of Mexico, our exploration strategy is to drill prospects with 
large potential volumes and pioneer new plays. We are involved in a number 
of material prospects. Shell will continue to be an industry leader in the 
deepwater Gulf of Mexico, a frontier we pioneered more than a decade ago. 
In the past five years, we have produced nearly one billion barrels of oil 
there. The costs of deepwater exploration and production are immense and 
rising - from buying leases to bringing product to market. In November 
2005, 1 told the combined panel of the Senate Energy & Natural Resources 
and Commerce Committees that the industry average cost of renting a 
deepwater oilrig was approximately $200,000 a day. Twenty-two months 
later, rigs were in such scarce supply that the cost of chartering one had 
climbed to more than half a million dollars a day. That was just the rig 
rental. The total daily costs of drilling a deepwater well - with the costs of 
pipe, support and all the rest - are even higher. In 2007, the average daily 
cost for a deepwater exploration well in the Gulf of Mexico was $759,000. 

Shell is also pursuing natural gas prospects in a number of onshore North 
American basins. It is our goal to build new supply positions by developing 
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both conventional and unconventional gas resources. Today Shell is drilling 
for new natural gas supplies in the Gulf of Mexico, Texas and the U.S. 
Canadian Rockies. 

Downstream: Shell has a world-class manufacturing organization. By 
running our facilities safely, reliably and efficiently, we achieve consistently 
high levels of operational excellence that help us better meet customer 
demand. In the U.S., refineries operated by Shell and our joint venture, 
Motiva, currently have a refining capacity of nearly 1.4 million barrels per 
day. Motiva is spending around $7 billion to double the capacity of its 
refinery in Port Arthur, Texas. This project, when finished, will be one of the 
largest refineries in the United States and in the world. By adding 325,000 
barrels-per-day capacity, the expansion is equivalent to building a new 
refinery. 

Oil Sands and Oil Shale: Shell is investing in the technology and 
infrastructure to develop vast oil sands in Canada and oil shale in the United 
States. The Canadian resources can benefit the United States fuels market. 
Shell has a 25-year research and development program to access oil locked 
in shale rock in Colorado, Wyoming and Utah. Congress should pursue 
policies that ensure that these critical energy resources can be responsibly 
developed to help meet our nation’s energy challenge. 


This brings me to my closing point. 

What policymakers can do to address the energy challenge. 

I invite you to read the attached report, “A National Dialogue on Energy 
Security: The Shell Final Report,” which highlights the findings of our tour 
across America. It lays out a 12-point plan to address future energy needs. 

For today, however, let me highlight six points for you to consider. 

First, I urge policymakers to look at the facts. Energy demand is rising to 
fuel economic growth. Oil and natural gas will be the major energy sources 
for decades, even as we grow new technologies. We cannot rationally decide 
among the hard choices ahead of us without understanding the basic issues 
of energy security. 
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This brings me to the second point. In general, the United States tends to 
resist the need to develop new domestic energy sources. Can we afford to 
continue this approach while energy demand and costs are rising? Oil and 
gas development can and should occur in an environmentally responsible 
way. In 2006, Congress took a significant step in opening some new oil and 
gas prospects in the Gulf of Mexico to exploration and development while, 
at the same time, providing those energy-producing states and local coastal 
communities in the region with a revenue stream to help ensure economic 
and environmental stability. Congress should extend Outer Continental Shelf 
revenue sharing for all coastal areas adjacent to offshore development and 
should make more areas available for offshore leasing. 

Third, we need more than oil and gas to meet demand. We need all forms of 
energy - plus conservation and energy efficiency. I commend Congress for 
passing the Energy Independence and Security Act of 2007 with more 
stringent CAFE standards. These standards and the other provisions in EISA 
will do more to increase energy efficiency than any other piece of legislation 
in recent memory. Congress should continue to adopt policies that encourage 
conservation, and companies like ours must continue to think more 
creatively about products and services we can develop to help customers use 
less energy. Consumers - and that means all of us - must think more about 
our own energy footprints: when and how we drive, what we buy, how we 
work and the kind of world we want to create for coming generations. 

Fourth, government agencies must have the staff and the resources needed to 
do the environmental analyses and other scientific studies that must underpin 
energy projects of all kinds. This data is critical and must be completed in a 
thorough and timely manner. Therefore, Congress should consistently 
authorize and appropriate funding for these key federal agencies to hire, 
retain or contract the expertise needed. 

Fifth, Shell supports the adoption of a federal law to reduce greenhouse 
gases. Specifically, we support a cap-and-trade program coupled with sector 
approaches. Such a program must include policies that lead to 
commercialization of carbon capture and storage (CCS) technology. 
Congress should ensure that we address C02 emissions as we make the 
transition away from fossil fuels to new energy sources. 

Finally, we need individuals skilled in math, science, technology and 
engineering to build the workforce of the future that will bring new energy 
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sources to America. School curricula should include more study of energy - 
where it comes from, how it is used and the impact of the energy choices we 
make. And these lessons should begin at an early age, to shape consumer 
behavior and encourage curious young minds to become our next generation 
of energy engineers. We welcome Congressional initiatives that will help 
secure a future energy workforce. 

I thank the committee for its time. I am hopeful that policymakers, the 
private sector and the American people will come together on this important 
topic. We need to commit resources to all existing and potential energy 
sources, as well as innovations to address supply, demand and our carbon 
footprint. 

Thank you. I am happy to answer any questions you may have. 


Attachments: 

“Environmental Policy and Regulatory Constraints to Natural Gas Production”, by 
Deborah Elcock, ANL/EAD/04- 1 , Environmental Assessment Division, Argonne 
National Laboratory, December 2004 

“A National Dialogue on Energy Security: The Shell Final Report”, Shell Oil Company, 
2008 
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Statement of Patrick Leahy 
Chairman, Senate Judiciary Committee 
Hearing on ‘‘Exploring the Skyrocketing Price of Oil” 

May 21, 2008 

The price of a gallon of gas at the pump today in Vermont reached a record $3.77, 
Nationwide, the average price has more than doubled since President Bush took office. 

The President once boasted that with his pals in the oil industry, he would be able to keep 
prices low and consumers would benefit. Instead, it is his pals in the oil industry who 
have benefited. American consumers, and the American economy, have suffered 
immensely. 

Today’s witnesses represent the major, vertically integrated oil companies that, 
collectively, made more than $36 billion in profits in just the first quarter of this year— 
$36 billion in the first three months of the year. 

I want these witnesses to hear about Warren Hill, whose family settled in Greensboro, 
Vermont, more than 200 years ago. Warren runs a logging and trucking company that he 
dreams of passing on to his son. But the increase in fuel prices has led him to question 
whether his business, which has been successful for over 30 years, can survive. 

I say to our panel today: Mr. Hill wants to know how you can justify exorbitant profits 
on the backs of middle class, hard-working families. He deserves answers. Every 
member of this Committee, and of this Congress, has constituents with similar stories and 
similar questions. 

We hear from the oil industry that the price of gas at the pump is directly related to the 
price of crude oil. One of our witnesses today has said that normal supply and demand 
indicates that the price should be somewhere around $50-$55 a barrel. As he said: 

“There is a disconnect.” I would like to know, and I am sure American families and 
small businesses would like to know why prices are so disconnected from what normal 
supply and demand would indicate. Why has the price of oil increased 400 percent since 
President Bush took office? Why has it nearly doubled in the last year? Prices should 
not skyrocket like this in a properly functioning, competitive market. 

Certainly the cost of oil to these companies has not doubled or quadrupled. Certainly our 
witnesses today would not contend that it is service station operators who are gouging 
consumers for windfall profits. 

I expect that none of our witnesses would dispute that a protracted war in Iraq has caused 
the price of oil to rise. I expect that none of our witnesses would dispute that Bush 
administration economic policies, which have crippled the value of the dollar, have 
contributed to the rising price of oil. 
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I want to hear directly from these oil companies about causes of the rising price of oil on 
which Congress can act. This Committee unanimously approved Senator Kohl’s NOPEC 
legislation, which would put an end to artificial limits on supply by ensuring that the U.S. 
Government has the authority to prosecute OPEC members for collusive behavior. 
Seventy members of the Senate have voted for this legislation, as have 345 Members of 
the House. Yet this President threatened to veto it. 

I would like to know what these oil executives think about applying principles of 
competition from our antitrust laws to the commercial activity of the oil producing states. 
The members of OPEC meet regularly to agree on limits on the amount of oil they will 
produce. That is wrong, and it hurts Americans. If such a meeting took place in almost 
any other context, the participants would likely be arrested for an illegal conspiracy in 
restraint of trade. 

Do they agree that we need to crack down on speculation and manipulation in the oil 
commodities market? Numerous experts have testified before this Committee and others 
that oil prices are moving higher as a result of speculators. Investors are betting up the 
price of oil, and consumers are paying the bill. Increasingly, this speculation takes place 
in over-the-counter trading, which avoids the oversight of the Commodity Futures 
Trading Commission, thanks to the Enron loophole. 

That is an unjustified loophole, which Senator Feinstein and I, among others, have been 
actively trying to close. Keeping the CFTC blind to speculation and manipulation in the 
oil futures market is inexcusable. Last week, Congress passed the Farm Bill that would 
close this loophole. The President threatened to veto the legislation. I would like to 
know what these oil executives think about that. 

Finally, last week we were able to pass legislation calling for the Government to stop 
artificially inflating demand by diverting fuel to the strategic petroleum reserve. The 
President opposed it. Filing the SPR may have made sense when oil was $25 a barrel. At 
$125 a barrel, it is simply hurting consumers. 

This Committee and the Congress need answers so that we can act in a way the 
administration will not - for the benefit of consumers, for American families and small 
businesses. We need to get prices under control and back to competitive levels, and we 
need to do it now. Warren Hill and his family in Vermont, and all Americans, deserve a 
government that will stand up for them. Small businesses should not be forced to close 
their doors because oil prices are skyrocketing out of control. 

I thank the witnesses for being here today and look forward to hearing from them. 

##### 
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Closing Remarks Of Sen. Patrick Leahy (D-Vt.), 

Chairman, Senate Judiciary Committee, 

Hearing On “Exploring The Skyrocketing Price Of Oil” 

May 21, 2008 

I thank the witnesses for being here today. And some of you, to your credit, were more 
forthcoming than others in answering the questions on both sides of the aisle. Of course, 
the bottom line is very simple: People we represent are hurting. Your companies, the 
foreign oil interests, are profiting. And we need to get this somehow into balance, 

I think the price of oil has to reflect market fundamentals. If oil returns to $35 to $65 a 
barrel, as some of you have said, then we could bring gas prices back to competitive 
levels. We look at the past profits of oil companies and what they're making on 
previously discovered oil; oil that was very profitable for them at $55 to $65 a barrel is 
obviously making them windfall profits at $130 a barrel. 

And I think for any of the oil companies to come here, and, as your ads suggest and in 
some of the testimony today, to play the victim is extraordinary. The American people 
are the victims. 

Billions of dollars are paid by Americans to oil companies every year to put gasoline in 
their cars, to heat their homes, to run their businesses. And skyrocketing oil prices hurt 
these consumers, but it's also hurting our nation's economy and, thus, its security. 

And despite your opposition, the administration should support the NOPEC bill, as the 
majority of Republicans and Democrats in the Congress have. 

When OPEC countries commercially set the limit of output of oil, this government, on 
behalf of all Americans, ought to be able to go after them as it could any other cartel. The 
president vetoed the bill to close the Enron loophole. I hope that that will be overridden. 

The $36 billion that your companies reported in the first three months of this year were 
drawn directly from the exorbitant amounts of money Americans are paying at the pump. 
It's wrong. As we heard from other senators here today, it just doesn't seem fair. 

I thank Senator Durbin. For some of you who were not able to remember how much you 
make, I'm glad that Senator Durbin reminded you. 

But I thank you for your testimony. You've been here on Capitol Hill a lot. It is probably 
not the thing you enjoy the most. I thank you for being here. 

We stand in recess. 
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Introduction 


Good morning, Mr, Chairman and Members of the Committee on the Judiciary. My name is 
John Lowe, and I am executive vice president of Exploration and Production for 
ConocoPhillips. In that capacity, I am responsible for our worldwide oil and natural gas 
exploration, development and production for the company. 

ConocoPhillips shares your and the American public’s concern about high consumer energy 
prices and we appreciate the invitation to provide our views on the factors that led to today’s 
situation and to dispel some common misperceptions. We also welcome the opportunity to 
discuss our own efforts to expand U.S. energy supplies and thus improve the nation’s energy 
security, as well as offer suggestions on what we believe the government should do to 
facilitate the process. 

Let me begin by briefly describing ConocoPhillips. We are an international, integrated energy 
company, headquartered in Houston, Texas and active in nearly 40 countries. Among U.S.- 
based companies, we are the third-largest integrated energy company based on market 
capitalization, the second-largest domestic refiner, and a leading nahiral gas producer. We had 
annualized revenues of S220 billion, assets of $183 billion and approximately 32,800 
employees as of March 31, 2008. 

As you requested, my testimony here today will address the following subjects: 

• Perspective and drivers of higher gasoline prices, 

• The impact of mergers on energy markets, 

• Misperceptions about oil industry profitability, 

• ConocoPhillips’ activities to increase U.S. conventional oil and gas supply and 
alternatives, and 

• The path to a sound energy policy, including policies that should be avoided. 
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Perspective on Gasoline Prices 

I want to start by giving you my perspective on gasoline prices and discuss what is driving 

those prices. This section of my testimony makes the following points: 

• Gasoline prices have not increased as quickly as crude oil prices this year. This stems 
from the fact that the U.S. gasoline supply and demand balance is loosening due to a 
combination of flat-to-declining gasoline demand, increased gasoline production 
capability, higher imports in recent months, and greater use of ethanol in fuel supplies. As 
a result, refining profit margins are shrinking and consumers - although they have been 
severely impacted - are not paying the full cost of crude oil price increases. Refiners and 
other market participants are absorbing the difference - and are thus impacted along with 
consumers. 

• Higher world crude oil prices continue to be the primary driver of increased domestic 
retail gasoline prices. 

• In contrast with the global gasoline balance, the global diesel fuel balance is tightening 
due to a long-term trend of higher demand growth, with limited capability to shift existing 
refinery capacity to make more diesel fuel. Unlike the increased ethanol use in the U.S. 
that is reducing the demand for conventional gasoline, biodiesel is less competitive and is 
thus having a much smaller impact on diesel fuel demand. As a result of these factors, 
diesel fuel prices around the world are rising relative to gasoline prices. 

• Gasoline and diesel fuel prices are set as a result of thousands of transactions between 
buyers and sellers on a global basis. Price variations between regions in large part are 
caused by differences in product specifications, supply and transportation costs, operating 
costs and taxes. 
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Gasoline prices are not rising as quickly as crude prices this year 

The average U.S. retail gasoline price on May 12 was $3.72 per gallon, which is about 20 
percent higher than during the same week last year. Retail gasoline prices are rising this year 
primarily as a result of higher crude oil prices. However, the rise in absolute terms is masking 
the underlying trend of weakening gasoline prices relative to crude oil prices. Figure 1 below 
shows that relative to last year, crude prices increased significantly more than gasoline prices. 

Figure 1 


Price Increase 

Year-To-Date 2008 vs. 2007 


Dollars per Gallon 


*°- 76 $0.73 

IJ 

WTI Crude Spot Gasoline Retail Gasoline 

Source. U S. Department 3 Energy, Energy Marmatton ArtuimsMIron 
Year-to-daia through May 13 

Spot Gasoline Pnce is U.S. Giit Coail Regiiar Conrerttonal Gasoline 
Ratal Gasoline Price n AM U.G Ralarf Cocwenbonjl Gasoline 



Figure 2 also shows that spot gasoline prices relative to crude oil prices have been 
unseasonably weak this spring, which is highly unusual for the start of driving season. There 
are several reasons for this relative weakness: 

• Weakening gasoline demand due to the relatively high crude oil price level and the 
slowing U.S. economy, 

• Rapidly increasing ethanol blending, which has expanded fuel supplies, 
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• The return of the domestic refinery capacity that was disrupted last year, and 


• An increase in gasoline imports due to demand weakness in Europe, which 
continues to dieselize its automobile fleet. 


Figure 2 


Gasoline Crack Spread 

Gulf Coast Regular Spot Gasoline Minus WTI Crude Price 



Source: U S. Department of Energy, Energy Information Administration, spot historical through May 13, 2000 


The failure of gasoline prices to keep pace with crude oil price increases reflects a longer term 
trend of a rising surplus of gasoline supply in the U.S. and Europe due to a long-term 
slowdown in gasoline demand growth. In contrast, diesel fuel prices are strengthening due to 
the ongoing trend of strong demand growth relative to the ability of refiners around the world 
to manufacture ultra-low-sulfur diesel fuel. Unfortunately, there is only a limited ability for 
refiners to convert existing gasoline production capacity from gasoline to diesel fuel. As a 
result, diesel fuel prices are strengthening globally, reaching $4.33 per gallon in the United 
States on May 12 compared to a gasoline price of S3.72 per gallon. 
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Global crude oil prices are the biggest driver of gasoline prices 

The biggest driver of increased gasoline prices has been higher global crude oil prices. The 
cost of crude oil is the largest single component of retail gasoline prices, representing about 
70 percent of the pump price in the first quarter of 2008 (see Figure 3 below).' All costs and 
profits for the refining, distribution and marketing segments only accounted for 1 7 percent of 
the pump price in the first quarter of this year, with federal and state excise taxes accounting 
for 13 percent. Historical analysis also shows that changes in crude oil prices explained about 
97 percent of the variation in the pre-tax price of gasoline between 1918 and 2006. 1 2 F igure 4 
below demonstrates graphically that gasoline prices have historically moved with crude oil 
prices. 

Figure 3 


U.S. Retail Gasoline Prices 


Retail Price of 
S3. It /gallon 



Q1 2008 



1 US. Department of Energy, Energy Information Administration 

2 Carol Dahl, Colorado School of Mines, “What Goes Down Must Come Up; A Review of the Factors Behind 
Increasing Gasoline Prices, 1999-2006,” April 2007 
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Figure 4 


Retail Gasoline & World Crude Oil Price 



3.20 

2.40 

1.60 

0.80 

0.00 


Monthly (2000 - 2008) 

Source: U.S. Department of Energy 
Conventional regular retail gasoline 


Crude oil is a global commodity with prices determined by the interaction of thousands of 
buyers and sellers in physical as well as futures markets around the world. Prices set in this 
global market reflect both current and future expected supply and demand. 

The increase in global crude oil prices has been caused by: 

• A period of strong global economic growth and thus oil demand growth, especially in 
developing Asian countries, Russia and the Middle East, 

• A weak demand response to higher prices outside the United States due to price subsidies 
in developing countries and the weakening U.S. dollar, 

• Constraints to expanding supply, including constrained resource access in many nations 
(including the United States), cost inflation and increased taxes, 
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• Increased geopolitical supply risk, 

• Little excess OPEC production capacity, 

• A rotation by the financial sector into commodities. 

Global economic growth - One of the primary drivers of higher global oil prices over the last 
five years has been a sustained period of robust global economic growth, which led to 
stronger-than-expected energy demand growth. In fact, real growth in global gross domestic 
product between 2004 and 2007 of nearly 5 percent per year was about 40 percent higher than 
the average growth rate since 1980. 3 Due to this economic prosperity, between 2004 and 
2007, oil demand grew by 2 percent per year, almost twice the rate experienced from 2000 to 
2003. Nearly half of the demand growth since 2000 has been in emerging Asian nations that 
have reached a highly energy-intensive stage of their development. In these nations, rising 
per-capita income also enables a larger proportion of the population to afford affluent 
lifestyles similar to those in the United States. Oil demand growth in the Middle East, Russia 
and other oil-producing regions is also robust due to strong economic growth and fuel price 
subsidies. 

Weak demand response to higher prices - Outside of the United States, high oil prices have 
not done much to trim demand growth. In Europe, tax rates on fuel consumption are 
sufficiently high to dwarf the impact of crude price increases. In developing countries, about 
70 percent of demand is subsidized by the government so consumers are not experiencing the 
full impacts of price increases. Another factor is the decline in the U.S. dollar, in which oil is 
priced. Other countries have not experienced the same degree of crude price increase because 
their currencies have appreciated versus the U.S. dollar. Figure 5 below shows that the 
increase in crude oil prices in euros per barrel is significantly lower than the increase in crude 
oil prices in dollars per barrel. 


3 Internationa! Monetary Fund, “Updated October 2007 World GDP Growth and PPP Weights,” January 30, 

2008 (4.7% average for 2004-2007 vs. 3.3% average from 1980-2007) 
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Figure 5 


Weak U.S. Dollar Blunts Price Effects on Oil 
Demand Outside the U.S. 


WTl Oil Price 



Socrce: Plan* 


Su pply constraints - A second reason for high global crude oil prices is constraints on 
expanding conventional supplies. The biggest constraint is rising resource nationalism that 
limits access to resources for development. Figure 6 below shows that in the 1960s, 85 
percent of global oil and natural gas reserves were available for direct development by 
international oil companies, versus only 7 percent today. In addition, rising competition for 
access to the relatively limited resources that are open for development has enabled host 
governments to dictate fiscal terms that are so onerous that publicly traded oil companies 
cannot economically pursue them. Increased taxes are a part of the change in fiscal terms. 
Morgan Stanley estimates that the exploration and production tax rates of major oil companies 
have increased from about 30 percent to 45 percent since 2000. 4 In some cases, governments 
change fiscal terms after investments have been made or increase taxes on existing 
production, even in mature producing areas in otherwise stable countries (Alaska in the 
United States, and the United Kingdom). Such actions can make it uneconomic to invest the 
capital required to slow decline rates in existing fields. Increases in tax rates and other forms 
of government take are particularly problematic due to the maturity of oil provinces in areas 
such as the United States, the North Sea and Western Siberia and the increasing amount of 
capital required to offset the rising decline rates. 

4 Morgan Stanley Research, “Integrated Oil,” March 1 4, 2008, Exhibit 1 7, page 1 1 , exploration and production 
taxes divided by exploration and production earnings before taxes 
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Figure 6 

World Oil and Gas Reserves 

Drift Toward Constrained iOC Access 

1960s Today 


Full IOC 


IOC ■ International oil company 
NOC “ National oil company 


Reserve* field by 
NOC reserves R U9sis „ 

(equity access) companies 



NOC reserves 
(no equity access) 



NOC reserves 
(no equity aceoae) 


Only 7% of the world’s reserves are fully accessible by lOCs 


Source: PFC Energy, Oil & Gaa Journal. BP Statistical Review 2007 
Note: Excludes unconventional crude oil and bitumen reserves 


Resource access is also very limited in the United States, where an estimated 40 billion 
barrels of technically recoverable oil resources are either completely off limits or subject to 
significant lease restrictions. Similar restrictions apply to more than 250 trillion cubic feet of 
recoverable natural gas resources. 5 

Another constraint on expanding supplies is rapid inflation in industry drilling and service 
costs and difficulties in obtaining contractors to perform work on the desired time schedule. 
An upstream capital cost index, published by Cambridge Energy Research Associates, 
indicates that industry capital costs have approximately doubled since 2000, 6 reflecting higher 
costs for materials, equipment and personnel. Driving factors include higher industry activity 
and spending levels and the decline in the U.S. dollar, as well as strong demand for materials, 
equipment and people in other sectors of the global economy. Industry costs are also pushed 
upward by limited resource access and depletion of existing lower-cost resources, which force 
the industry to develop higher-cost resources. Such resources are typically located in deeper 
water or more remote locations, or may be unconventional in nature, requiring specialized 
development and refining techniques. Goldman Sachs estimates that marginal oil reserve 

5 National Petroleum Council, “Facing the Hard Truths about Energy,” 2007, page 20 

6 Cambridge Energy Research Associates, “Upstream Capital Costs Index,” December 5, 2007 
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replacement costs today to achieve a cost-of-capital return are about $90 per barrel. 7 Higher 
oil prices reflect the higher costs of reinvesting in new supplies. 

Geopolitical risk - Also pushing crude oil prices upward is the high geopolitical supply risk 
attributable to the world’s low level of excess oil production capacity and the fact that in 
several key oil-producing countries, political factors are constraining production (e.g., 

Nigeria, Iraq, Venezuela and Iran). The combination of strong demand growth and the need to 
offset lost production from these countries left the Organization of the Petroleum Exporting 
Countries (OPEC) at year-end 2007 with only 2.5 million barrels per day of excess capacity, 
equal to just 3 percent of global oil demand. This contrasts sharply with the greater than 10 
million barrels per day of excess capacity that existed in the mid-1980s. This lack of spare 
capacity leaves world markets more vulnerable to oil supply disruptions caused by political 
events, storm damage to producing facilities, or unforeseen operational problems. 

Role of OPEC - Within limits, OPEC could historically influence prices by adjusting its 
production to tighten or loosen the supply and demand balance. However, today the large 
amount of oil traded in futures exchanges (1.3 billion barrels per day) is 36 times greater than 
OPEC’s oil production of 36 million barrels per day. 8 * * II In addition, given OPEC’s small excess 
production capacity, its member nations have significantly less influence on the price of crude 
oil than they had in the past. 

Financial sector rotation to commodities - A final possible reason for recent increases in 
crude oil prices is the rising attractiveness of commodities to financial investors. Commodity 
index funds have been developed to provide investors with a financial vehicle to gain 
commodity price exposure. Investors have moved large amounts of capital into these funds in 
order to seek higher returns than are currently available through the stock and bond markets, 
to hedge the risk in their portfolios given the negative correlation between commodity prices 
and prices of stocks and bonds, or to hedge against inflation. Declines in U.S. interest rates or 
the value of the dollar stoke concerns about inflation, prompting an inflow of cash into these 

7 Goldman Sachs, Global Roundtable, “5100 oil reality, part 2: Has the super-spike end game begim?” May 5, 
2008, page 6 

H OPEC production is 2007 estimate from the International Energy Agency Monthly Oil Market Report, The 
1,272 million barrels per day trading estimates from futures exchanges are for March 2008 and include 679 

million barrels per day for NYMEX WTI, 280 million barrels per day for Intercontinental Exchange WTI and 

3 1 3 million barrels per day for Intercontinental Exchange Brent; OPEC production includes natural gas liquids 

II 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00268 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 


8 


I 



263 


funds. According to Daniel Yergin, chairman of Cambridge Energy Research Associates, “oil 
has beeome the ’new gold' - a financial asset in which investors seek refuge as inflation rises 
and the dollar weakens.” 9 


It is possible that the inflow of capital into long-only commodity futures funds is temporarily 
exaggerating upward oil price movements, as well as upward movements in the prices of 
other commodities (e.g., platinum, tin, gold and wheat). The funds are disproportionately 
weighted in energy commodities - one popular fund reports over a 70 pereent weighting for 
energy. Figure 7 below shows that year-to-date in 2008 versus 2007, most commodities 
experienced substantial price increases, with many other commodity prices increasing more 
than the price of WTI crude oil. 


Figure 7 

Commodity Price Performance 

YTD through April 2008 vs. YTD through April 2007 

Lumber 
Zinc 
Nickel 
Uranium 
Aluminum 
Natural Gas 
Sugar 
Copper 
Palladium 
Gasoline 
Silver 
Corn 
Gold 
Heating Oil 
WTI 
Tin 
Platinum 
Lead 
Soybeans 
Coal 
Wheat 

- 60 % - 30 % 0 % 30 % 60 % 90 % 120 % 150 % 

Source: Bloomberg, Platts, spot prices, January 1 - April 30 2008 vs. 2007 


9 Daniel Yergin, Alexander’s Gas and Oil Connections, volume 13, issue 7, April 15, 2008 
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Other causes of high gasoline prices in recent years 

While most of the variation in refined product prices is due to changes in crude oil prices, the 
supply and demand balance in the market for refined products also contributed to higher 
gasoline prices in the mid 2000s. However, as previously mentioned, those prices increased at 
a slower rate than crude oil prices this year. The factors that had contributed to rising gasoline 
prices until recently were: 

• High global refinery capacity utilization due primarily to a period of strong global 
gasoline, diesel and other refined products demand growth, 

• Constraints to the U.S. supply system, such as state or local requirements for 
“boutique” fuels, 

• Refinery outages due to hurricanes and other unforeseen events, and 

• Higher refining costs. 

Before addressing these trends, it is important to point out that like crude oil, refined products 
also trade in the global marketplace at prices determined by global, regional, and local supply 
and demand fundamentals. Illustrating the point that this is a global market, Figure 8 below 
demonstrates that wholesale or spot gasoline prices in four diverse regions have experienced 
similar upward and downward pressures. There are occasional temporary regional 
dislocations due to weather conditions or refinery or transportation outages. However, any 
regional surplus products tend to rapidly move to supply-short regions and thus restore the 
global equilibrium, provided that geographic isolation or specialized product specifications do 
not interfere with this flow of products. 
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Figure 8 


Globalization in Product Markets 

Spot Gasoline Prices in Major Markets 



— Gulf Coast 
New York 

— NW Europe 

— Singapore 


Source: U.S. Department of Energy 


Global refinery capacity utilization - Until the mid 2000s, substantial excess refinery capacity 
in other nations enabled the United States to benefit from imports of surplus refined products. 
However, strong global demand growth has generally absorbed that surplus. Figure 9 below 
shows that refinery capacity utilization rates in the United States, Europe and Asia have all 
increased substantially in recent decades. High utilization, in turn, led to higher refinery 
margins that have in turn made economically possible a large number of currently planned 
refinery capacity expansions. The International Energy Agency estimates that 10.6 million 
barrels per day of global refining capacity is being added between 2007 and 2012. These 
additions represent a 12 percent increase in global refining capacity and are 9 percent greater 
than the Agency’s projected oil demand growth during that period. Half of the additions are 
from incremental expansions in the United States and Asia and half are from new refineries 
being built in the Middle East and developing Asian nations. In addition to the 1.1 million 
barrels per day of expansions in distillation capacity planned in the United States by 20 1 2, 
there are also large-scale upgrading capacity additions that will process increasing amounts of 
Canadian heavy, sour crude oil, and increase yields of clean-fuels products. If> 


10 International Energy Agency, “Medium-Term Oil Market Report,” July 2007, pages 54 and 60 
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Figure 9 


Refining Capacity Utilization 


% Utilization 



Source: BP Statistical Review, 2007; U.S. Department of Energy far U.S. 
200B * YTD DOE for U.S., COP estimates for other regions 


In addition to a prolonged period of strong demand growth, there are several other reasons 
why refinery capacity growth had not kept pace with demand in recent years. The refining 
industry has historically had weak returns on capital , which made it difficult to justify major 
expansions. For example, between 1995 and 2005 the return on investment in the refining 
sector was 10 percent, about 4.7 percent less than the average returns realized by the S&P 
industrials. 1 1 In addition, the U.S. refining industry has been required to invest substantial 
sums on making cleaner fuels and reducing emissions, which has crowded out investment on 
expansions. The U.S. refining industry has invested more than $84 billion since 1990 to 
improve the environmental performance of its products, facilities and operations. 12 

Even when the considerable economic hurdles for major expansions can be overcome, we are 
finding it extremely difficult to obtain permits for expansions. For example, ConocoPhillips 
applied in May 2006 for a permit to expand the Wood River refinery (a 50 percent joint 
venture with EnCana) in Illinois, and still does not have a final permit. At our refinery in 
Wilmington, California, local permit challenges and litigation have threatened an ultra-low- 


11 Timothy J. Muris and Richard G. Parker, “A Dozen Facts You Should Know About Antitrust and the Oil 
Industry,” June 2007, page vi 

!2 American Petroleum Institute, Environmental Expenditures by the U.S. Oil and Gas Industry, page 3 
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sulfur diesel fuel project since 2004. An expansion at our Rodeo refinery near San Francisco 
took 28 months to permit. The International Monetary Fund, in recognition of the barriers that 
hamper U.S. investment in downstream infrastructure such as refineries, stated “even when 
investment is allowed, environmental regulations and policies may drive up capital costs, 
causing delays.” 13 

Our industry is often asked why the number of operable refineries in the United States has 
declined rather than increased in the last few decades, falling from 319 in 1980 to 149 in 
2007. According to the Federal Trade Commission (FTC), the closures typically involved 
small, relatively unsophisticated facilities. 14 Between 1973 and 1981, federal government 
incentives enabled companies to own and profitably operate these small and often inefficient 
refineries. However, these refineries were hurt by the elimination of these incentives in 1981 
as well as by the large capital expenditures that were required to meet government-mandated 
product specifications (such as clean fuels) and emissions reductions. 

New refineries have not been built in the United States because building new refineries would 
cost considerably more than expanding existing refineries, and would face much greater 
permitting challenges. Thus, the industry has focused on incremental expansions of existing 
refineries. In fact, continuous expansions and improved efficiency have enabled the U.S. 
refining industry to increase crude runs nearly 30 percent since 1983, 15 despite closures of the 
smaller refineries and the refining industry’s historically low returns on investment. 

Constraints to the supply system - Another factor causing upward gasoline price volatility is 
the proliferation of different grades of gasoline required by various state and federal 
government environmental mandates. The existence of multiple unique product specifications 
makes it difficult to replenish supplies in the event of a disruption, such as storm-related 
refinery equipment outages. Regions with unique product specifications therefore experience 
greater price volatility than regions with standard specifications. A study by the U.S. 
Department of Energy indicated that “boutique” specifications did in fact result in upside 


15 International Monetary Fund, “What Hinders Investment in the Oil Sector,” February 22, 2005, page 5 

14 U.S. Federal Trade Commission, Bureau of Economics, “The Petroleum Industry: Mergers, Structural Change, 
and Antitrust Enforcement,” August 2004, page 7 

15 U.S. Department of Energy, Energy Information Administration, U.S. Weekly Crude Inputs Into Refineries, 
website (1 1.8 mmbd in 2003 and 15.2 in 2007) 
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volatility of gasoline prices, 16 a particular concern since more states are in the process of 
mandating new “boutique” grades of biofuels. The U.S. also requires lower sulfur gasoline 
than many other nations, which limits the sources from which gasoline can be imported into 
the United States. Other constraints to the supply system include limited import infrastructure, 
particularly on the West Coast, and the inability to ship ethanol-blended fuels in pipelines. 

Refinery outages - While this has not been a large factor to date this year, unplanned refinery 
outages contributed to higher gasoline prices in some regions last year. In addition to 
unplanned outages, refineries undertake planned maintenance turnarounds, which are 
required to ensure the continued safe and efficient operation of refineries. Turnarounds are 
normally planned multiple years in advance and are scheduled before or after driving season 
to enable the refineries to run at full capacity during the peak demand period. The U.S. 
Department of Energy noted in a recent report that “the size and complexity of a refinery 
turnaround leaves little flexibility to change plans. The large commitments for labor, 
equipment and materials needed for process improvements make changes very costly at best, 
and safety concerns can override all other considerations.” 17 

Higher refining costs - Additionally contributing to higher gasoline prices are higher refining 
costs. The refining industry has experienced substantial increases in energy, labor and 
materials costs. For example, the Nelson-Farrar composite index of refinery operating costs 
increased by 50 percent since 2002. iS Contributing to this inflationary pressure is the fact that 
much of the domestic refining industry is competing for a limited pool of goods and services 
as multiple companies are working simultaneously to expand capacity. The refining industry 
has also had to expend capital on projects that reduce emissions and produce lower-sulfur 
fuels. Unfortunately, although performed for worthy causes, such projects often tend to 
increase operating costs. 


16 U.S. Department of Energy, Energy Information Administration, “Gasoline Type Proliferation and Price 
Volatility," September 2002, page 4 

17 U.S. Department of Energy, Energy Information Administration, “Refinery Outages: Description and Potential 
Impact on Petroleum Prices,” March 2007, page v 

18 Oil and Gas Journal data base, “Nelson-Farrar refinery operating index,” monthly as of November 2007 
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Gasoline supply and demand balance is moving back into equilibrium 

Even as concerns grow over rising gasoline pump prices, the U.S. gasoline market is already 
moving back toward equilibrium due to: 

• Slowing growth in demand caused by the higher gasoline price levels (in turn caused by 
higher crude oil prices) and the slowdown in the U.S. economy, 

• Refinery capacity expansions, 

• The restoration of domestic refining capacity that was disrupted last year, 

• The increased use of ethanol in gasoline, and 

• An increase in gasoline imports versus last year due to weakening gasoline demand 
outside the United States. The continued dieselization of Europe’s automobile fleet is 
causing gasoline demand there to decline, and much of the surplus gasoline comes to the 
United States. 

Evidence for the restoration of the balance in gasoline markets is the fact that as stated earlier, 
gasoline price increases are not keeping pace with crude oil price increases this year. 

The relatively high gasoline-to-crude oil price spreads experienced in the last few years 
indicated tightness in the gasoline balance and provided the impetus for slower demand 
growth and increased production capacity. The market functioned properly to restore the 
gasoline balance. The best example of the market’s effective response to a supply shortfall 
can be found in the aftermath of hurricanes Katrina and Rita in the fall of 2005, which 
temporarily shut down nearly 30 percent of total U.S. refining capacity as well as crude oil 
and product pipelines originating in the Gulf Coast. The higher gasoline price caused by the 
disruption resulted in increased refinery production outside the impacted area and higher 
gasoline imports. During the three weeks following Hurricane Rita, gasoline imports to the 
United States rose by 65 percent versus the previous year’s rate. As a result of the market 
response, U.S. Department of Energy data indicates that the average retail gasoline price in 
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the United States dropped below pre-hurricane levels within one month (October 24, 2005) of 
the hurricane’s landfall (Rita landfall: September 24, 2005). 

Tightening global diesel supply and demand balance 

The other shift occurring in global and U.S. product markets is the strengthening of diesel fuel 
prices relative to gasoline prices. Globally, and within the United States, diesel fuel demand 
has increased faster than gasoline demand in recent years. In the United States, diesel fuel 
demand growth has been robust due to strong economic growth until recently, and the heavy 
use of diesel fuel to transport products that are sold in the United States. Europe has had 
strong diesel fuel demand growth as a result of the tax-driven dieselization of the passenger 
vehicle fleet. Meanwhile, due to strong economic growth, Asia constitutes a greater share of 
the world’s oil demand growth. It has traditionally had stronger demand growth for diesel fuel 
for use in the shipment of products and for generating electricity than it has had growth in 
demand for gasoline for use in personal transport. As a result of these global structural 
changes, overall world diesel fuel demand increased by 2.5 percent per year over the last 
decade, while gasoline demand grew by 1 .5 percent per year. In 2000, global distillate 
demand (diesel fuel and heating oil) became a larger portion of global demand than gasoline. 

The issue with the acceleration of diesel fuel demand relative to gasoline demand is that - to 
meet past demand patterns - refineries were generally configured to maximize gasoline 
production with a typical distillate yield in the United States of only about 25 percent. The 
ability to change the configuration of an existing refinery to produce more diesel fuel is 
limited and it would reduce gasoline production. Building new diesel-oriented refineries will 
require a significant amount of time and capital. Thus, the global diesel fuel supply/demand 
balance has tightened relative to gasoline. 

Another reason for rising diesel prices is that the U.S. and Europe have substantially lowered 
the sulfur content of their diesel fuels in recent years. In addition to costing more to 
manufacture lower-sulfur products, other potential suppliers around the world can no longer 
meet the more stringent U.S. and European diesel fuel specifications, which reduces available 
imports. In addition, the production of ultra-low-sulfur diesel fuel can reduce the volume 
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produced from some refineries. Thus, acceptable diesel fuel supplies are more limited and 
cost more than in the past. 

Diesel fuel prices are also stronger than gasoline prices because biodiesel is having less of an 
impact on demand than ethanol is on gasoline demand. While increased U.S. ethanol use is 
reducing demand for conventional gasoline, biodiesel is less competitive and is contributing 
less to overall diesel fuel supplies. 

As a result of these global and U.S. market forces, U.S. prices for on-road retail diesel fuel 
averaged about 10.5 cents per gallon above gasoline prices since 2005, compared to averaging 
5.5 cents per gallon below gasoline prices between 1995 and 2004. 19 In recent weeks, spot 
diesel prices in the Gulf Coast have been trading 50 cents per gallon above spot gasoline 
prices. 

In addition, diesel fuel prices in the United States are being buoyed this year by strong 
demand and pricing in other nations. For example, there have been reports of additional diesel 
fuel demand for use in power generation as a result of disruptions in power markets and coal 
shortages in other nations, including China. 20 

Reasons for regional variations in retail gasoline or diesel prices 

There is a common misperception that differences in retail prices across regions indicate that 
the market is not functioning properly. There are many legitimate reasons for regional 
variations in gasoline prices: 

State or local environmental programs - Some areas of the country are required to use special 
“boutique” gasolines. Environmental programs, aimed at reducing carbon monoxide, smog 
and air toxics include the manufacture of federal and/or state-required oxygenated, 
reformulated and low-volatility gasolines. Other environmental programs put restrictions on 
transportation and storage. The reformulated gasolines required in some urban areas and in 
California cost more to produce than conventional gasoline used elsewhere, increasing the 

19 U.S. Department of Energy, Energy Information Administration, Weekly Petroleum Status Report, U.S. 
Gasoline and Diesel Retail Prices 

10 International Energy Agency, Oil Market Report, April 11, 2008, page 17 
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price paid at the pump. Many different states are now considering mandating differing 
percentages of biofuels usage, which will create additional boutique gasoline and diesel fuels. 

State and local taxes - State gasoline sales tax rates in the United States range from a low of 
7.5 cents per gallon in Georgia to a high of 34 cents per gallon in the state of Washington. 
Some localities also levy taxes on fuel. 

Proximity of supply - The farther a location is from refineries or major pipelines, the higher 
you would expect the price to be given the necessity of trucking products from a pipeline 
terminal to the site. Trucking is more costly than pipeline transport. 

Supply disruptions - Events that temporarily slow or stop production of gasoline or diesel 
fuel, such as storms or unplanned refinery maintenance, can prompt market participants to bid 
up the price of available supplies. Then, if the transportation system cannot easily move 
supplies from regions where they are in surplus to where they are needed, prices will remain 
comparatively high. 

O perating costs - Even stations located adjacent to each other may have different traffic 
patterns, rents, and sources of supply that influence retail fuel prices. States also have 
different refinery production costs and product transportation costs, due to such factors as 
different crude oil supply sources, electricity and other utility costs, land values and wage 
rates. 


The Impact of Mergers on Energy Markets 

This section of my testimony indicates that mergers are not a cause of higher energy prices 
and instead have helped constrain energy prices from levels they might have otherwise 
reached. The main points are that: 

• One of the primary reasons for the merger between Conoco Inc. and Phillips Petroleum 
Company was a response to adversely changing market conditions, such as the trend 
toward limited resource access discussed earlier, and growing size and risk of the 
remaining available development opportunities. These are the same trends that are 
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currently working to drive crude oil prices higher, despite the positive impact of industry 
mergers. 

• “Big Oil” - the traditional publicly owned international oil companies - in fact is not so 
big when its small market share relative to that of national oil companies is considered. In 
addition, concentration levels of the various segments of the petroleum industry are low 
relative to those of other industries. 

• Oil pricing and oil industry mergers have been subject to greater scrutiny by the Federal 
Trade Commission (FTC) than other industries. FTC merger reviews have more closely 
analyzed oil than other industries and the FTC have challenged mergers at lower levels of 
concentration. The FTC has also conducted several investigations of pricing anomalies 
and generally concluded that market forces were responsible. 

• Our experience with the merger between Conoco Inc. and Phillips Petroleum Company 
suggests that consumers have benefited from the improved cost structure and higher 
efficiency of our greater scale of operations. 

• Financial data included below indicates that oil and gas industry profitability is 
commensurate with that of other industries despite the current high point of an investment 
cycle. 

Consolidation driven by reduced resource access and need to improve efficiency 

I would like to share our general view on why the petroleum industry has been consolidating. 
First, it is important to point out that over the last decade there have been mergers in many 
industries. To some degree, the trend toward consolidation is driven by globalization, with 
mergers in mature markets giving companies from various industries sufficient scale and a 
lower cost structure that enables them to compete in a global arena. For petroleum companies, 
the global business environment has become particularly challenging as government-owned 
enterprises from both oil-producing and consuming nations have emerged as new global 
petroleum players, adding to competition in the marketplace. In fact, Figure 10 below shows 
that the emergence of national oil companies competing outside their borders has more than 
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offset the decline in the number of international oil companies due to mergers. Thus, the 
number of international competitors has increased since the 1980s. 


Figure 10 


Global Competition: 1980s vs. 2000s 

Emergence of NOCs as International Competitors 


Number of Players 



Source yK finer yy S trmmA Company dau 

1980s WOC»: RoubjI. Pationa*. Ma'orv EnatMbl. DP, Ahwcd. AUwrtic Rsctrmd. (Jnn. rexw. Shell Truaco. Cflemjn. Pun pa Conoco, Tottf. 
f'mralV'O, El 1 

2000s. NOCs: OP, Rapid. SWdl. KPC, CNPC. CNOOC. Sinopec. Perrwws. Pertarne. ONGC, Oil. IOC OMcran. Ecopdrd Sonant*. 
Putrotras, mam EiwrnMatu. BP. SMI, Chevron, ConocoPNUifo.Tolal 


The upstream segment of the petroleum business consists of exploration for and development 
and production (E&P) of crude oil and natural gas supplies. Access to crude oil and natural 
gas reserves is the principal challenge in the upstream segment of the petroleum industry 
today. In the United States, oil and gas production is declining, largely because many areas 
with the best remaining prospects for exploration and development are off limits due to state 
or federal drilling moratoriums. These access restrictions extend well beyond the most 
environmentally sensitive areas. This constrained access increasingly forces the U.S. energy 
industry to look for resources abroad, where resources often are controlled by national oil 
companies. Resource access - both domestic and international - has been steadily eroding 
since the 1960s. As shown in the previous Figure 6, international oil companies can directly 
access only 7 percent of the world’s oil and gas reserves today, with only an additional 12 
percent theoretically accessible through joint ventures with national oil companies. 

Competition for the limited resources available - combined with rising foreign government 
taxes - make it difficult for publicly traded oil companies to access resources that offer the 
potential to eam acceptable returns to our shareholders. This has led to declining organic 
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reserve replacement rates for many international oil companies. Meanwhile, national oil 
companies from oil-producing and consuming nations, along with privately held Russian 
companies, are now competing globally and adding to the resource access challenge. 

This constrained access at home and abroad has required international oil companies to 
undertake increasingly large and complex projects that host governments may not have the 
financial strength, skills or technology to undertake on their own, including in some 
developing countries that may not have the same rules of law and contract sanctity as most 
industrialized nations. At the same time, regime change has destabilized some jurisdictions 
and introduced risk at levels unforeseen at the time of the original investment. The 
expropriation of ConocoPhillips’ assets in Venezuela is an example of such changes that 
highlights the enormous amount of risk companies are facing today, and the value of being a 
large and highly geographically diversified company. 

The industry is also seeking opportunities in places that are more operationally challenging 
and thus expensive, such as prospects located in deep water, remote or arctic areas or 
unconventional oil projects that required downstream processing. A typical large 
ConocoPhillips exploration and development project requires several billion dollars of initial 
investment and may not generate revenues for over a decade from project sanction. A single 
large offshore platform in the Gulf of Mexico designed to operate in thousands of feet of 
water costs more than $1 billion to develop. A project to produce and deliver liquefied natural 
gas currently costs from $7 billion to $21 billion, depending on its size, location and 
complexity. The proposed Alaska natural gas pipeline is expected to cost $25 to $40 billion. 
Only large companies with substantial financial capacity and technical resources can 
effectively develop these projects, while sufficiently diversifying the number of projects and 
geographies to manage the risk. For U.S. companies to compete in today’s environment of 
mega projects, they have been forced to consolidate to gain scale commensurate with the 
growing magnitude, complexity and risk of available opportunities. The forces demanding 
that oil and gas companies become larger and more diverse in order to compete will continue 
growing in the years ahead. 

For the refining business, international competition and large required expenditures on 
environmental projects that generate little economic return have driven this industry as well to 

24 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00281 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



276 


strive for increased economies of scale and greater efficiency. The FTC has also observed 
that, “the United States has fewer refineries than it had 20 years ago, but the average size and 
efficiency of refineries have increased, along with the total output of refined products.” 21 

The U.S. petroleum industry is not highly concentrated 

Despite the consolidation that has taken place in the petroleum industry, it is still not highly 
concentrated today. The 2004 FTC report on mergers and structural changes in the industry 
concluded that “mergers of private oil companies have not significantly affected worldwide 
concentration in crude oil, and that concentration for most levels of the petroleum industry has 
remained low to moderate.” 22 That conclusion was reiterated in FTC testimony to the U.S. 
Congress in 2006 that stated that “despite some increases over time, concentration for most 
levels of the United States petroleum industry has remained low to moderate.” 23 

Exploration and production - There is a common misperception that the oil majors control a 
substantial portion of the world’s oil and natural gas reserves. Flowever, Figure 1 1 below 
shows that “Big Oil” is not so large compared to the national oil companies. In fact, the top 
six major companies (as defined in Figure 10) together hold only 4.5 percent of the world’s 
oil and gas reserves. 

Concentration in domestic crude oil production and ownership of crude oil reserves remained 
at very low levels between 1990 and 2002 as measured by the Herfindahl-Hirscchman Index 
(HHI), which equals the sum of the squared market shares of all market participants in the 
relevant product and geographic market. An HHI of 1,000 or less is considered to be 
unconcentrated. In 2002, domestic crude oil production had an HHI of 297, up only slightly 
from 284 in 1990, 24 


21 Michael A. Salinger, “Petroleum Industry Consolidation: Prepared Statement of the Federal Trade 
Commission Before the Joint Economic Committee of the U.S. Congress,” May 23, 2007, page 7 

22 William E. Kovacic, Commissioner, Federal Trade Commission, “Market Forces, Competitive Dynamics, and 
Gasoline Prices: FTC Initiatives to Protect Competitive Markets before the Subcommittee on Oversight and 
Investigations of the House Committee on Energy and Commerce, May 22, 2007, page 22 referring to Federal 
Trade Commission, “The Petroleum Industry: Mergers, Structural Change and Antitrust Enforcement,” 2004 

23 William E. Kovacic, Commissioner, Federal Trade Commission, “Petroleum Industry Concentration,” 

Prepared Statement to the Committee of the Judiciary, U.S. Senate, February 1, 2006, page 5 

24 Timothy J. Muris and Richard G. Parker, “A Dozen Facts You Should Know About Antitrust and the Oil 
Industry,” June 2007, pages 11 and 13 
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Figure II 


Top 25 Oil, NGL and Natural Gas 
Reserves 



Sourca: Energy Intelligence Group. Ranking the World'* Oil Companies 2008 


Refining - Ownership in the U.S. refining industry is also not concentrated. Valero, an 
independent refiner, has the largest share with 13 percent of capacity. Figure 12 below 
demonstrates that despite the mergers that have taken place over the last decade, ownership of 
refining capacity has shifted slightly away from the U.S. integrated majors to independents. 


26 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00283 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 




278 


Figure 12 


Share of U.S. Refining Capacity 

1995 vs 2007 



Sourc* 09 Gas Journal US Refining Survgy Data as ol Jan 1, 1996 and Jan 1. 2008. Total Refining capacity 
reported for year end '95 is 15.3a ntnbfd; midyear end 2007 is 17.44 imnbW. 

Joint Venture shares are included in the parent company shares for Exxon, She*), w} ConocoPhlSp*. 


The U.S. refining industry is also not very concentrated compared to many other industries. 
The top four refining companies in the U.S. have a market share of 59.4 percent. The market 
share of the four largest companies is far more concentrated in these other industries: 25 
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25 Timothy J. Maris and Richard G. Parker, “A Dozen Facts You Should Know About Antitrust and the Oil 
Industry,” June 2007, pages 17 and 18 
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Retail marketing - The share of the four largest companies in the retail gasoline industry 
stands at 62 percent, which is far less concentrated than other industries. 26 Ownership of retail 
operations by the major companies has declined considerably over the last decade as shown in 
Figure 13 below. Over the past decade, the majors companies’ gasoline brand share has 
decreased from 67 percent to 49 percent. There have been many new entrants into the retail 
business. Over the past ten years, giant groceiy store chains and hypermarkets have increased 
their share from 1 percent to 13 percent. Independents have also grown their share from 32 
percent to 38 percent over the last decade. These figures refer to market shares of gasoline 
sales. Major integrated oil companies have much smaller participation in the ownership and 
operation of retail stores. According to the Association for Convenience and Petroleum 
Retailing, the major integrated oil companies own and operate fewer than 3% of all retail 
locations in the United States. 27 


Figure 13 
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26 Timothy J. Muris and Richard G. Parker, “A Dozen Facts You Should Know About Antitrust and the Oil 
Industry,” June 2007, pages 17 and 18 

27 Testimony of Bill Douglass on Behalf of The National Association of Convenience Stores Before the House 
Judiciary Committee, Anti-Trust Task Force, Hearing to Examine the Consumer Effects of Rising Gas Prices, 
May 7, 2008, page 2 
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The petroleum industry receives more scrutiny than other industries 

The petroleum industry receives closer scrutiny from antitrust authorities than other 
industries. An FTC review of merger investigations and enforcement actions from 1996 to 
2005 concluded that the Commission brought more merger cases with lower levels of market 
concentration in the petroleum industry than any other industry. 28 During the period of oil 
industry mergers in the late 1990s, the FTC’s Bureau of Competition spent almost one-fourth 
of its enforcement budget on investigations in the energy industry. 29 

In addition to merger reviews, the FTC also actively monitors wholesale and retail gasoline 
and diesel fuel prices. The agency regularly scrutinizes price movements in 20 major urban 
areas and approximately 360 cities across the country. The FTC has previously testified to the 
U.S. Congress that “in no other industry does the Commission so closely monitor prices.” 30 
The Commission’s experience from its past investigations and from the current monitoring 
program indicates that unusual movements in gasoline prices typically have a business-related 
cause including movements in crude oil prices, supply outages (e.g., from refinery fires or 
pipeline disruptions), or changes in and/or transitions to new fuel requirements imposed by air 
quality standards. 31 States also have investigated gasoline and diesel fuel prices on a number 
of occasions. ConocoPhillips cooperates fully - both on a voluntary and a formal basis - with 
authorities and expends significant resources in providing information and other assistance to 
the authorities monitoring the petroleum industry. 

ConocoPhillips’ merger experience 

ConocoPhillips’ mergers, acquisitions and joint ventures have benefited consumers by 
reducing cost and improving the efficiency of our business, and increasing supplies of 
petroleum products for American consumers. Fundamentally, the supply of petroleum 
products depends on the ability of U.S. companies to access crude oil and natural gas and to 
transform them into petroleum products for American consumers. The transactions 


28 Michael A. Salinger, “Petroleum Industry Consolidation: Prepared Statement of the Federal Trade 
Commission Before the Joint F,conomic Committee of the U.S. Congress," May 23, 2007, page 3 

29 Ibid., page 8 
10 Ibid., page 16 
51 Ibid., page 17 
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undertaken by ConocoPhillips have been motivated by and have subsequently achieved 
increased access to crude oil and natural gas, and increased refining capacity to turn that crude 
oil into petroleum products. This increased supply has benefited - and can be expected to 
continue to benefit - American consumers through lower prices than would have otherwise 
been obtained and through greater energy security. These mergers and acquisitions also have 
strengthened the sustainability of the company’s competitive position and long-term viability. 

Given the size and importance of the merger of Conoco Inc. and Phillips Petroleum Company 
to our company’s history, I would like to use this transaction as an example of how this 
merger has benefited U.S. consumers. This $36 billion merger of equals was completed on 
August 30, 2002. The rationale was to form a company of sufficient size and scale to address 
opportunities that could not be achieved by either company on a stand-alone basis. The 
merger was intended to develop a diversified growth portfolio and leverage the intellectual 
capital of the two companies. It also was intended to strengthen our financial position through 
diversifying earnings and cash flow, developing a stronger balance sheet and improving 
capital efficiency and the cost structure. We estimated cumulative cost and efficiency savings 
of approximately $1.9 billion in 2004 resulting from this merger. 

In the Exploration and Production (E&P) segment of the business, our increased scale, 
financial strength and diversification have enabled ConocoPhillips to expand our investments 
in traditional core areas and to develop new legacy assets. The E&P business segment also 
benefited from the combination of the companies’ complementary competencies. For 
example, by combining Phillips’ liquefied natural gas (LNG) technical expertise with 
Conoco’s extensive gas marketing experience, ConocoPhillips has become a more effective 
global gas player. These capabilities enabled us to compete successfully for participation in a 
major LNG project in Qatar (Qatargas III), which puts our company in a strong position to 
help expand imports of natural gas to American consumers over the coming years as the 
domestic supply declines. 

In the refining and marketing (R&M) business segment, we benefited from lowering our cost 
structure, which was made possible by sharing technology and best practices, optimizing 
crude supply and improving management of intermediate refining feedstock across our entire 
refining system. Unit cost reductions have resulted from initiatives in the areas of energy 
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efficiency, operations optimization and maintenance. Additionally, the sharing of 
technological expertise and best practices has helped mitigate increases in the capital costs of 
projects. 

The merger also resulted in increased efficiency in R&M operations. We have been able to 
improve reliability and increase clean refined product yields at our refineries by sharing 
technology and best practices across our refinery network. These include initiatives in 
preventative maintenance, reduced turnaround time, improved tuning and control of operating 
units and installation of improved technologies. 

Since the merger, refinery utilization has improved from the low 90 percent range to the mid 
90 percent range, which is equivalent to adding 100,000 barrel per day of refining capacity. In 
addition, since the merger we have increased the nameplate capacity of our U.S. refineries by 
approximately 2 percent, resulting in a further 50,000-barrel-per-day capacity increase. 

Having multiple U.S. refineries that can be upgraded now enables us to bring additional crude 
oil from Canadian oil sands production into the United States. For example, in 2007 we 
formed a joint venture with EnCana, which created an integrated North American heavy oil 
business consisting of two 50/50 operating businesses that include two of their large oil sands 
projects and two of our U.S. refineries. The joint venture is presently working to expand the 
capabilities of the Wood River refinery in Illinois to handle additional volumes of crude oil 
from the Canadian oil sands. We are currently awaiting approval of permits to commence 
construction. 

All across our post-merger refining system, we can point to numerous examples of higher 
crude-oil throughputs stemming from our enhanced ability to balance crude oil supplies 
among a larger number of refineries. For example, crude oil throughput at our Sweeny, Texas 
refinery was maintained at higher levels during the Venezuelan supply disruption in 2003 due 
to our ability to divert the specialized crude from three other ConocoPhillips refineries that 
could more easily adapt to alternative supplies. In several instances, we have been able to 
maximize our refining system throughput during Gulf of Mexico storms that delayed crude oil 
deliveries, including during the aftermath of Hurricane Katrina thanks to greater balancing 
options among waterborne cargoes, pipeline receipts and inventories. 
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We also have produced greater volumes of clean products since the merger through our ability 
to balance intermediate and blendstock inventories among refineries. For example, we 
increased the supply of imported gasoline and gasoline blendstocks from Conoco’s Humber 
refinery in England through Phillips’ Bayway and Trainer refineries on the U.S. East Coast. 
We also move premium gasoline blendstocks (e.g., alkylate, toluene) from our East Coast 
refineries to our West Coast refineries to increase the supply of CARB gasoline and to 
enhance octane. In addition, when we plan refinery turnarounds, we can process intermediate 
products (not yet upgraded to a finished product due to capacity lost in turnaround) at other 
plants. Even in the case of unplanned downtime, we are able to transfer intermediate products 
between facilities to enable crude rates to be maintained and to utilize stocks from other 
facilities to maintain supply to consumers. 

We also have realized significant efficiency gains in operations of U.S. pipelines and 
terminals since the merger. For example, we improved access for Canadian crude oil on the 
Spearhead pipeline and improved crude oil import capability on the West Coast. 

Divestitures stemming from the merger also moved refining capacity into the hands of new 
industry participants. Although we believed it was unwarranted, in response to an FTC 
mandate before the merger was closed, our Woods Cross refinery in Utah was sold to Holly 
Corporation, and our Denver refinery in Colorado was sold to Suncor. In both cases, the new 
owners have invested capital in order to maintain output and to make new clean fuels at these 
refineries. 


Industry Profits: Addressing Common Misperceptions 

There are many common misperceptions about industry profits that I would like to clear up. 
This section of my testimony makes the following major points: 


• Costs of operations and supply expansion have increased along with rising oil prices. In 
fact, these cost increases have substantially raised industry reserve replacement costs. 
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• The large absolute size of earnings by major oil companies mostly reflects the enormous 
size of required investments in major projects. 

• Petroleum industry profitability is similar to the profitability of other industries, with the 
exception that refining industry profitability has been historically weak. 

• The petroleum industry is reinvesting in new supplies. 

Costs catch up with prices 

Oil and natural gas industry earnings are highly cyclical, as is the case with other commodity 
industries. Although the industry’s profits have increased in recent years, along with the 
overall strengthening of underlying commodity prices, costs have escalated rapidly and are 
still rising. In fact, Morgan Stanley estimates that the returns on capital employed earned by 
the exploration and production operations of integrated oil companies actually peaked in 
2005, and have since declined. 32 1 previously mentioned that Goldman Sachs estimates that 
marginal reserve replacement costs today are approaching $90 per barrel. Morgan Stanley 
also estimates that from 2008 to 2012, new upstream investments will require crude oil prices 
of nearly $85 per barrel (West Texas Intermediate) to be profitable at the industry’s cost of 
capital, and that given continuing cost increases, crude oil prices by 2012 of approximately 
$90 - $100 per barrel will be needed to justify investment. 33 Thus, today’s higher prices 
actually reflect higher reserve replacement costs. 

Large earnings reflect scale of investment 

There is a common misperception that the absolute dollar amount of major oil company 
earnings is indicative of the industry’s profitability. Rather, its earnings reflect the industry’s 
enormous scale and the capital investment needed to replenish depleting supplies and to grow. 
I have already talked about the high cost of the mega projects that the majors are developing. 
A single large offshore platform in the Gulf of Mexico designed to operate in thousands of 
feet of water costs more than $1 billion to develop. Our earnings need to be large in absolute 

32 Morgan Stanley Research, “Integrated Oil,” March 14, 2008, Exhibit 18. page 12 

33 Morgan Stanley' Research, “Integrated Oil," March 14, 2008, page 12 
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terms to support the scale of investment required. For example, ConocoPhillips earned nearly 
$12 billion in 2007, but spent close to $13 billion in capital expenditures and investments. 

Petroleum industry profitability is similar to other industries 

There is also a common misperception that energy industry eamings and returns on 
investment are higher than those of other industries. Figure 14 below shows that the industry’s 
eamings are comparable to those of other manufacturing industries. 


Figure 14 


Industry Earnings 

(Cents per dollar of sales) 



2002-2006 2007 4Q 2006 4Q 2007 


Source: U.S. Census Bureau for U.S. manufacturing and Oil Daily of Ihe oil and gss industry 


Figure 15 below, based on U.S. Department of Energy data, shows that the return on 
investment for the oil and natural gas industry is currently comparable to average returns for 
the S&P industrials, after lagging those returns for many years. 
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Figure 15 


Industry Return on Investment 

Net Income / Net Investment in Place 


Percent 



Source: U.S. Department of Energy, Energy Information Administration, Performance Profiles at Major Energy Producers, 
various issues and 2006 S&P figure compiled by PWC from Compustat data 


The refining segment has historically had weak returns 

Figure 16 below compares returns on investment for the S&P 500 industrial companies 
against those of U.S. oil and natural gas production and for U.S. refining and marketing. It 
reveals that the refining and marketing segment had relatively weaker returns for all years 
except for 2005 and 2006, and actually had negative returns in several years, most recently in 
2002. This chart ends in 2006, which was an exceptionally attractive year for refining. 
Subsequent data from other sources indicate that industry profitability moved back towards 
more typical (lower) levels after 2006. Further, the Congressional Research Service indicated 
that downstream net income for integrated majors as well as independent refiners and 
marketers in 2007 declined by about 4-5 percent versus 2006. In the fourth quarter of 2007, 
net income for independent refiners and marketers declined 67 percent versus the fourth 
quarter of 2006. 34 


34 Congressional Research Service, “Oil Industry Profit Review 2007," April 4, 2008, pages 4, 6 and 7 
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Figure 16 

Return on investment By Segment 

Net Income / Net Investment in Place 


Percent 



Source; tj.S. Census Bureau for manufacturing data and Oil Daily for cut 


Historical returns for the refining industry have been weak because the industry is highly 
capital intensive and is required to invest substantial amounts of capital to meet environmental 
mandates for which there is often no financial return. Historically, the industry has 
continuously added incremental capacity that, except for a brief period in recent years, has 
kept pace with demand growth. 

Refining margins are also highly cyclical. During periods when there is a price signal that 
justifies new investments, the entire industry tends to invest heavily and overshoot the new 
capacity needed to satisfy demand. Given the relatively slow rate of demand growth, it then 
takes many years to utilize the surplus capacity. Thus, the industry experiences long periods 
of very weak margins interrupted periodically by a few years of higher profitability that 
attracts new investment. I have already discussed how much capacity the International Energy 
Agency reports is presently being added. 
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The petroleum industry is reinvesting in new supply 

Another common misperception is that the oil and natural gas industry is not reinvesting its 
earnings to develop new supplies. Figure 17 below shows that investments have increased 
along with earnings. For example, 2006 investments of more than S174 billion increased by 
29 percent over 2005. Between 1992 and 2006, the U.S. oil industry invested more than $1.25 
trillion into a variety of long-term energy initiatives, compared to net income of $900 billion. 
Some also express concerns over the industry’s rate of stock repurchases. However, according 
to U.S. Department of Energy data, for the last 1 1 years, the industry spent only 21 percent of 
net income on stock repurchases, compared to the S&P industrials repurchase rate of 52 
percent. 35 Despite the relatively low stock repurchase rate, the oil and gas industry would 
likely reinvest at even higher rates if governments made more resources available for 
development. 


Figure 17 

Industry Oil and Natural Gas New 
Investments 

Billions of Dollars 



Source: Ernst & Young 


35 American Petroleum Institute, “The Truth About Oil and Gasoline: An API Primer,” May 9, 2008, page 13 
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ConocoPhillips’ Activities to Increase Supplies 

ConocoPhillips is making substantial investments to add new oil and natural gas supplies, and 
thus help to ease upward pressure on consumer prices. 

Reinvestment Rates 

ConocoPhillips’ reinvestments to develop new supplies have typically exceeded its earnings. 
Figure 18 below shows that between 2003 and 2007 the company’s reinvestment rate as a 
percent of net income averaged 106 percent. In addition, capital spending increased nearly 
150 percent between 2003 and our projected 2008 spending level of about SI 5 billion. 

Figure 18 


ConocoPhillips Income and Spending 



2003 2004 2005 2006 2007 


* Reinvestment rate as a percent of net income 
Source: ConocoPhillips’ SEC filings 
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Upstream investment and exploration 

ConocoPhillips has significant investments planned to develop oil and natural gas resources in 
North America. In 2008, we will spend more than $6 billion in North America, with two- 
thirds of that amount earmarked for the United States. 

North America is a key focus area for ConocoPhillips. For exploration, we predominantly 
operate in large resource plays onshore and the deepwater trend in the Gulf of Mexico 
offshore. In the Arctic, we have exploration acreage in the Chukchi Sea, Mackenzie Beaufort 
Sea and Canadian arctic islands. In fact, we are planning on spending more than $890 million 
this year alone for our high bids in Gulf of Mexico and Chukchi Sea lease sales. 

Heavy oil - The Canadian oil sands are projected to become an increasingly important source 
of oil for the United States, particularly considering recent declines in heavy oil production in 
Mexico, Venezuela and California. The Canadian oil sands are projected to potentially 
provide nearly 20 percent of U.S. oil supplies by 2020. 36 

ConocoPhillips has a leading land position in the Canadian Athabasca oil sands and is 
actively investing to produce this oil, transport it to and refine it at our U.S. refineries, 
including our EnCana joint venture refineries. We have access to over 15 billion barrels of net 
potential oil resources, and plans are in place to increase our net production to about 400,000 
barrels per day over the next decade. In 2008 alone, we are spending $900 million in 
development capital on the Canadian oil sands. ConocoPhillips is also spending significantly 
on technology to improve heavy oil output and reduce the resulting environmental and carbon 
footprint of the steam-assisted gravity drainage (SAGD) extraction process that is increasingly 
used to produce the heavy oil. 

ConocoPhillips also has a 50 percent interest in the planned 2,148-mile Keystone oil pipeline, 
which will transport additional Canadian crude oil to the United States. The pipeline will have 
an initial nominal capacity of 435,000 barrels per day in late 2009 and will be expanded to a 
nominal capacity of 590,000 barrels per day in late 2010. 


36 Purvin and Gertz (18.5%) 
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We are working to expand the Wood River refinery in Illinois to enable it to utilize additional 
volumes from the Canadian oil sands. This expansion will increase Wood River’s heavy oil 
inputs by 54,000 barrels per day and increase the yield of total clean-fuel refined products by 
80,000 barrels per day. This proposed expansion has been delayed by a pending appeal of a 
permit that was previously granted for the project by the Illinois Environmental Protection 
Agency. 

Natural gas - ConocoPhillips was one of the leading natural gas producers in the United 
States in 2007, producing about 2.3 billion cubic feet per day. ConocoPhillips has a 
significant domestic natural gas resource base (about 12.6 trillion cubic feet of proved gas 
reserves), and is actively adding acreage in large resource plays and exploring for additional 
supplies. For example, we plan to drill more than 200 exploration wells onshore in North 
America during 2008. 

We are also investing to improve our natural gas delivery capabilities. We have a 25 percent 
ownership position in the Rockies Express pipeline, which is being built to move trapped 
natural gas from the Rocky Mountains region to Midwest and East Coast markets. We also 
have invested in liquefied natural gas (LNG) regasification facilities on the Gulf Coast in 
order to provide a potential outlet for LNG supplies we are developing around the world. 

Arctic - ConocoPhillips is Alaska's largest oil and natural gas producer, with production of 
nearly 300,000 barrels of oil equivalent per day in 2007. 

Alaska holds significant stranded natural gas resources, which if connected to the lower 48 
states, would increase commercially proven U.S. gas reserves by about 17 percent. 
ConocoPhillips has long urged progress on the proposed 4 billion cubic feet per day Alaska 
natural gas pipeline, and we applaud Congress for your bipartisan efforts in passing the 
needed “Enabling Legislation” to progress this project. We are moving forward on planning 
the pipeline and are continuing our dialogue to deliver a project acceptable to all stakeholders. 
In order for this project to advance, it will ultimately need close cooperation between all 
resource owners, the State of Alaska and the Canadian and U.S. federal governments. 


40 


VerDate Aug 31 2005 


14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00297 Fmt 61 


Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 


PsN: CMORC 



292 


ConocoPhillips is also working with our partners, native groups and the Canadian federal 
government to move the 763-mile Mackenzie Delta gas pipeline project forward. The 1.2 
billion cubic feet per day pipeline project would connect northern onshore gas fields with 
North American markets and provide consumers additional supplies of much needed natural 
gas. 


Refining, marketing and transportation 

In 2008, ConocoPhillips plans to invest $2.8 billion in our global refining, marketing and 
transportation operations. Of that amount, 74 percent will be invested in the United States and 
69 percent will be invested in global refining. 

Over the next five years (2008-20 1 2), we plan to invest $7.0 - $7.5 billion in our base 
refining, marketing and transportation business, with 80 percent of that allocated for 
investments to improve reliability and safety, expand clean fuels production and reduce 
emissions. The other 20 percent will be for projects that reduce costs and improve efficiency. 
The large scale of ongoing capital requirements for safety and reliability and to meet all 
regulatory requirements makes it challenging for the refining industry to achieve attractive 
returns on capital. 

We also plan to spend $6.5 - $7.0 billion over the next five years (2008-2012) on strategic 
investments, which are primarily refinery projects that increase crude oil refining capacity, 
raise clean product yields, or enhance the ability to utilize low-cost (and thus more difficult to 
refine) crude supply. 

We are also targeting a 10 percent reduction in the energy intensity index of our U.S. refining 
system by 2012, as part of a voluntary commitment through the American Petroleum Institute 
to reduce carbon dioxide emissions in the U.S. refining sector. This reduction also makes 
good business sense because, as a large consumer of energy, the refining industry has been 
adversely impacted by higher energy prices in recent years. 
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Alternative and unconventional fuels 

Renewable energy - ConocoPhillips is already a large blender of conventional ethanol in the 
United States. As the nation’s second-largest refiner and fuels producer, during 2007 our 
marketers in the United States sold about 425 million gallons of ethanol, equivalent to a 
nationwide blend rate of 4. 7 percent. About 55 percent of our gasoline sales contain ethanol. 
Additionally, we are rapidly expanding our U.S. ethanol blending capabilities. We have 
expanded capability for blending ethanol to 120 terminals this year (including proprietary and 
third party terminals) and are evaluating additional expansions. We are selectively adding 
biodiesel blending capabilities, although this fuel is currently priced higher than petroleum- 
based diesel fuel, and the economics of blending are challenged. 

E-85 fuel is being test marketed under our branded canopy in a number of states with over 
2,500 potential sites, provided the marketer meets certain image, safety and fuel-quality 
guidelines. Thus far, the consumer response to E-85 has been disappointing. Many retailers 
who have installed E-85 dispensers report insufficient consumer demand to justify the 
expense of the conversion. The problem is that only 3 percent of the U.S. passenger vehicle 
fleet possesses flexible fuel capability today and consumers who own these vehicles are often 
unaware of it. In addition, consumers are concerned about the roughly 25-percent reduction in 
gas mileage sustained from using E-85 versus conventional gasoline. 

Biodiesel is also being test marketed under our branded canopy, with under-the-canopy sales 
of unbranded B1 1 in Illinois and of branded B5 in certain farm states, again provided that the 
marketer meets specific image, safety and fuel-quality guidelines. Over 800 branded sites 
could potentially pilot market biodiesel in certain states. 

The company is also engaged in the development and production of new biofuels that have a 
better environmental footprint than existing sources. We currently produce renewable diesel 
fuel at our Whitegate refinery in Ireland using vegetable oils as a feedstock, and are test 
manufacturing the process at the Borger refinery (a joint venture with EnCana) in Texas as 
part of our arrangement with Tyson Foods to utilize by-product animal fat as a feedstock. The 
technology is performing well, but the economics are threatened by rising raw material costs 
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and the prospective loss of federal tax credits that are available to competing biomass-based 
diesel fuels. 

ConocoPhillips conducts or funds internal and external research on new biomass fuels and has 
a joint development agreement with Archer Daniels Midland to develop fuels from 
agricultural waste. We have a major relationship with Iowa State University to research all 
phases of biofuels, and are a founding member of the Colorado Center for Biorefining and 
Biofuels, a cooperative research and educational center devoted to the conversion of biomass 
to fuels and other products. 

Further, ConocoPhillips has created an internal group dedicated to evaluating opportunities to 
invest in solar, wind and geothermal power projects. 

Alternative automotive technology - ConocoPhillips has participated in the FreedomCAR and 
Fuel Partnership with the U.S. Department of Energy, automobile manufacturers and other 
fuel providers since 2003. We are also working to facilitate wider use of electric vehicles by 
developing high-performance materials for lithium-ion batteries, a critical component in these 
vehicles. 

Gasification - ConocoPhillips’ E-Gas™ technology is a leading, commercially proven 
gasification technique. We are developing projects based on this technology and licensing it 
to others to utilize in producing synthetic natural gas, electrical power and a variety of 
chemicals. Our two major E-Gas™ equity gasification projects could be on line by 2014, at 
total expected gross capital costs of up to $7 billion. 

Heavy oil and unconventional oil and natural gas - ConocoPhillips is presently undertaking 
significant research to improve the recovery of heavy oil and unconventional oil, such as oil 
shale, and improve energy efficiency throughout the production, transportation and processing 
value chain. We are also undertaking research and development focused on reducing their 
environmental footprint in terms of greenhouse gas emissions, water and land use. 

Other focus areas for our research and development efforts include improving recovery of 
challenged natural gas and developing methods to commercially produce methane hydrates. 
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Carbon dioxide capture and storage and water usage - ConocoPhillips believes that 
development of carbon capture and storage (CCS) technology is essential, in that, it will 
improve the environmental sustainability and acceptability of available fossil fuel resources. 
The company funds internal research as well as university research programs in the United 
States, Canada, Australia, Norway and the United Kingdom that are investigating CCS 
technology and how it can be customized to meet our industry’s needs and the needs of our 
specific sites. We are in the planning phases for selecting several possible CCS sites in the 
United States and other countries. 

ConocoPhillips believes that reducing the footprint of energy production operations on water 
resources will help improve the sustainability of both conventional and alternative energy 
sources. We are measuring our freshwater usage and developing detailed water assessments of 
selected business units, bringing greater focus to water management as a fundamental 
component of business planning. In addition to technology work underway in our existing 
Oklahoma laboratories, we recently announced the establishment of the Qatar Water 
Sustainability Center, with the long-term vision that it will become a corporate center of 
excellence for water-related technologies. 


Path To A Sound Energy Policy 

ConocoPhillips believes there are several concrete steps that Congress can take to enhance the 
nation’s energy security. We want to first emphasize that despite the current tight market, the 
world is not short of energy supplies. Rather, it lacks sufficient political will to develop the 
vast fossil fuel and alternative resources that are available. Additionally, it is vital to point out 
that there is no “silver bullet” that would quickly and inexpensively replace fossil fuels and 
create energy security. Instead, the United States must bring all economic sources of energy to 
the marketplace, while promoting energy conservation and addressing environmental 
concerns. Doing so will require a national commitment and strong political leadership, as well 
as sound insight into the realities of the energy market. 
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ConocoPhillips believes a sound U.S. energy policy must incorporate the six actions 
explained below: 

• Encouraging conventional supplies, 

• Optimizing biofuels production, 

• Encouraging alternative and unconventional sources, 

• Lowering the carbon intensity of energy supplies, 

• Improving energy efficiency, and 

• Encouraging technology innovation 

All of these policies are designed to reduce demand and increase conventional and alternative 
supplies, which are the only effective ways to reduce energy prices and increase energy 
security. We believe it is equally important for policymakers to refrain from adopting policies 
that will either increase demand or reduce supply, such as removing important price signals 
during supply disruptions or raising taxes on the energy companies that need high cash flow 
to reinvest in new, higher-cost supplies. 

Encouraging conventional supplies 

U.S. reserves could be increased by suspending federal drilling moratoria on non-sensitive 
lands and offshore areas that are currently off limits but doing so under strict environmental 
regulations. All together, these areas are estimated to hold 80 billion barrels of recoverable oil 
and natural gas equivalent - enough to double current U.S. reserves. 

Congress should also facilitate the building of the critical infrastructure needed to deliver 
energy supplies to the public. The United States needs more ethanol unloading and blending 
terminals, more pipelines, power transmission lines, and more refinery expansions. But 
duplicate and overlapping federal and state laws, and overly long and difficult regulatory 
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processes, discourage or delay such infrastructure additions, particularly for refineries. Where 
infrastructure is clearly needed to serve the national interest. Congress should expedite federal 
and state permitting processes to ensure a balance between federal, state and local and special 
interests. 

A related issue is the proliferation of different types of gasoline. State mandates require 
production of 16 localized “boutique” blends for particular markets, multiplied by three 
different octane grades and by different winter and summer blends. Also, some states now 
require boutique biofuels blends. The result is a profusion of different fuels, each with its own 
specifications. These boutique blends raise gasoline prices for consumers, and prevent the 
transfer of fuels from one region to another in the event of logistical or operational challenges. 
This causes shortages and price spikes. Congress could alleviate these problems by setting 
uniform national fuel requirements. 

Optimizing biofuels production 

Moving to biofuels, the Energy Independence and Security Act of 2007 mandates the use of 
36 billion gallons by 2022. While this is a laudable objective, some improvements to that 
statute are needed. 

First, the creation of different “silos” or categories of biofuels reduces flexibility in complying 
with the mandate, which is likely to cause inefficiency and increase costs. The Act also 
presumes to know what the best technologies will be 14 years from now. Congress should not 
attempt to pick “winning” technologies. Instead, a more sound approach would be to enact 
incentives or mandates that are both technology-neutral and fuel-neutral. For example, it is 
not reasonable for biodiesel to qualify for tax support, while renewable diesel fuel does not. 

As long as both processes use renewable feedstock, support should be neutral and treatment 
equal. 

A second concern is mandating a level of biofuels use exceeding 15 billion gallons. Such 
concentrations will exceed the capability of both the vehicle fleet to consume the fuel and the 
supply infrastructure to deliver the fuel. Also, advanced biofuels that do not use potential food 
sources as a feedstock cannot be produced commercially today. The Environmental Protection 

46 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00303 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



298 


Agency has the ability to waive high mandated volumes if technology and production have 
not advanced sufficiently. However, such waivers are made known only a few months before 
the start of a compliance year, which does not allow fuel providers sufficient time to 
plan optimized and efficient compliance activities. 

A third concern is the current 54-cent-per-gallon tariff on imported ethanol, which penalizes 
lower-cost and less carbon-intensive imports, such as from Brazil. This tariff should be 
phased out or eliminated. 

Finally, ConocoPhiilips is quite concerned about the potential for governments to layer on 
overlapping policies. For example, we hear that policies are being considered to add a 
national low-carbon fuel standard on top of a low-carbon renewable fuel standard. The 
overlap between these programs would further confound the overlap of state programs 
previously discussed. If the United States continues to overly constrain its production and 
supply systems, the result will likely be higher fuel costs and possibly even supply outages. 

Encouraging alternative and unconventional sources 

While alternative and unconventional energy sources will be essential in the future, it is 
important to recognize that new technologies take time to commercialize and usually cost 
more than conventional supplies. Here, Congress is at risk of too strongly favoring politically 
expedient energy sources. The market should determine the best technologies in order to 
avoid over-reliance on old technologies or uneconomical energy sources. 

Lowering the carbon intensity of energy supplies 

We would encourage future Congressional policies to focus on lowering the carbon intensity 
of U.S. energy supplies, and work to encourage the global community to join in this effort. 

Congress could take action to reduce our nation’s carbon footprint by creating a mandatory 
framework that would lower our greenhouse gas emissions, and set a price for carbon 
avoidance. This could be done by either a tax or a cap-and-trade system. 
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Incentives should be offered for development of carbon capture and storage, as well as 
establishing a national legal and regulatory framework for liability and permitting. And the 
government should provide access to federal lands that offer the potential for underground 
carbon storage. 

Next, Congress should encourage greater use of renewable sources - such as solar and wind 
power - by extending their investment tax credits by five years at a time. This would help 
provide the financial certainty needed for investment. Development of these renewables 
benefits the public at large and should be paid for with public funding, not by imposing 
discriminatory tax provisions on three or four American companies, as is being considered. 

Congress should also encourage greater use of nuclear power. To do so, the federal 
government should fulfill its commitment to dispose of waste generated by nuclear power 
plants. It should also sponsor research into advanced technology that uses the fuel more 
completely - while reducing waste volumes and half-life - and lowering proliferation risks. 

Improving energy efficiency 

The Energy Independence and Security Act of 2007 did much to improve fuel efficiency 
standards for light-duty vehicles and appliances, and ConocoPhillips commends Congress for 
this bold action. We also encourage governments to take action to slow the rate of growth in 
peak electricity use, which would otherwise increase natural gas demand in the United States. 
The government could help reduce peak electricity demand by enacting regulatory and fiscal 
incentives that encourage utilities to reduce electricity demand by offering more transparent 
real-time pricing that shows consumers the cost of power as they use it. 

Encouraging technology innovation 

It is also vital that Congress encourage investment in new technologies in all areas of energy 
conservation and development. Both the public and private sectors should increase spending 
on energy research and development. Government technology investments should be made in 
a transparent and market-based manner, with incentives going to the best ideas. 
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The government could further drive technological innovation through greater support of 
education. With half of the energy industry’s technical work force expected to reach 
retirement eligibility in the next 10 years, there is growing need for more university students 
majoring in engineering, geology, geophysics and the other technical disciplines. 

Policies to avoid 

Avoiding policies that will reduce energy security is as important as implementing good 
policies. We highly recommend avoiding the following policies that we believe will make 
consumers worse off than they are today. 

Petroleum price-gouging legislation - ConocoPhillips does not condone or tolerate taking 
advantage of consumers in times of crisis. However, we do not support price gouging 
legislation because it will exacerbate shortages during supply disruptions and consumers will 
be worse off. 

Price gouging is a difficult concept to define. Many state statutes and regulations that 
attempt to address price gouging utilize definitions that either are difficult to apply or fail to 
give clear guidance as to what constitutes “price gouging.” This makes it difficult for 
businesses to comply and governments to enforce. More importantly, price gouging 
legislation tends to function like price controls, which distort market price signals that act to 
efficiently allocate fuel. During supply disruptions, the rising price sends an important 
signal to consumers to conserve and suppliers to move more refined product into the 
impacted area. In this manner, the balance between supply and demand is restored. Without 
this price mechanism, panic stockpiling would increase demand and additional supplies 
would not be forthcoming. The shortage would be exacerbated. That is exactly what we saw 
in the early 1970s when price controls caused long lines at gasoline stations. According to 
the American Council for Capital Formation, if price controls were in effect following 
Hurricanes Katrina and Rita, it would have added an extra $1.9 billion in economic losses 
due to supply shortages. 37 


31 Dr. Margo Thoming, “U.S. Gasoline Supplies: What Should Congress Do?” American Council for Capital 
Formation, June 13, 2007, page 2 

49 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00306 Fmt 6633 Sfmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 


4 


I 



301 


Markets are working. Repeated investigations, including those associated with hurricanes 
Katrina and Rita, have consistently found that petroleum markets operate competitively. 

The FTC concluded in their investigation of post-Katrina gasoline price increases “in light 
of the amount of crude oil production and refining capacity knocked out by Katrina and 
Rita, the sizes of the post-hurricane price increases were approximately what would be 
predicted by the standard supply and demand paradigm that presumes a market is 
performing competitively.” 38 The FTC also concluded that “evidence gathered during our 
investigation indicated that the conduct of firms in response to the supply shocks caused by 
the hurricanes was consistent with competition. After both hurricanes, companies with 
unaffected assets diverted supplies to high-priced areas. This is what we would expect in 
competitive markets. Refiners deferred scheduled maintenance in order to keep refineries 
operating. Imports increased and companies drew down existing inventories to help meet 
the shortfall in supply.” 39 The industry’s supply response after these hurricanes that 
temporarily shut down nearly 30% of total U.S. refining capacity was so effective that the 
average retail gasoline price returned to pre-hurricane levels within one month of the 
landfall of Hurricane Rita. 

Tax increases on the oil industry - H.R. 5351 contains a number of tax incentives for 
alternative fuel and conservation programs that would be paid for by the oil industry. 
Specifically, this bill repeals the Section 199 domestic manufacturing deduction for the major 
integrated oil companies. It would discriminatorily deny our company the benefit of a tax 
deduction that is available to every other industry. It would discourage new domestic oil and 
natural gas investments by making those comparatively costly energy projects even less 
economically competitive with competing foreign investments. The Section 199 deduction 
encourages more oil and natural gas production in this country and in doing so, preserves 
high-paying U.S. jobs, which was intended by its enactment. 

H.R. 5351 would also further restrict our industry’s use of foreign tax credits, which would 
negatively impact our ability to compete for the energy resources that American consumers 


38 Federal Trade Commission, “Investigation of Gasoline Price Manipulation and Post-Katrina Gasoline Price 
Increases,” Spring 2006, page 1 7 

39 Ibid., page 17 
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need. The foreign tax credit has been characterized by some as a “tax break” for our industry. 
It is not. It simply eliminates double taxation. 

We are also concerned about proposals for windfall profits taxes on the oil industry. We are 
concerned that any tax increases on the industry would reduce our ability to invest in new 
supplies, which is already challenged by constrained resource access and high cost inflation. 
Tax increases reduce the cash available for spending on new supplies and reduce the value of 
growing or even maintaining high cost, marginal production, which is typical of mature oil 
basins in the United States. This would further tighten the energy market and increase oil 
imports - the opposite of Congress’ intent. This nation already learned this lesson from the 
windfall profits tax imposed on the domestic oil industry between 1980 and 1988. According 
to the Congressional Research Service, this tax reduced domestic oil production by as much 
as 6 percent and increased oil imports by as much as 16 percent. 40 In addition, much of what 
is perceived as a windfall today is actually the substantially higher cost structure of the 
industry. 

These tax proposals also ignore the fact that our industry already pays more than our fair 
share of taxes. In a recent survey of 80 diverse American companies, ConocoPhillips’ 
effective tax rate between 2004 and 2006 of 43.6 percent was the highest, about 14 percent 
higher than the average. 41 Income taxes paid by domestic energy producers have already 
increased by 460 percent between 2002 and 2005. 42 Income taxes are only one of the ways we 
contribute to government revenues. We also pay royalties, production and excise taxes, and 
lease bonuses, the latter of which are paid whether you discover hydrocarbons or have a dry 
hole. When you take all these other forms of government payment into account, our effective 
tax rates are much higher. For example, our incremental fiscal-take rate 43 in Alaska is about 
90 percent at current oil prices. 


40 U.S. Congressional Research Service, “The Windfall Profits Tax on Crude Oil: Overview of the Issues," 
September 12, 1990, page 2 

41 Martin A. Sullivan, “Reported Corporate Effective Tax Rates Down Since Late 1990s,” Tax Notes, February 
25, 2008 

42 U.S. Department of Energy, Energy Information Administration, “Performance Profiles of Major Energy 
Producers 2006,” Table B12 ($14.5 billion in 2002 to $81.5 billion in 2006) 

43 The amount of an incremental dollar in revenue that is paid to the government (state and federal) in the form 
of production taxes, royalties, federal and state income taxes and any other taxes; incremental rate in Alaska is 
90% atSl 15/bbl oil price 
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Conclusion 


Improving energy security and reducing the risk of climate change are formidable challenges. 
As one of America’s leading energy suppliers, ConocoPhillips intends to be part of the 
solution to both problems. We encourage an atmosphere of cooperation between the U.S. 
Congress and the energy industry and we are eager to engage with you in finding solutions for 
meeting this country’s energy needs. 

Unfortunately, at a time when the world needs more energy, rising worldwide resource 
nationalism in other countries and limited access to resources here at home are impeding our 
crucial efforts to replace current production with new reserves. In other countries, 
governments work closely with their domestic energy industry to assure access to resources 
and to build critical energy infrastructure. In the United States, government regulations have 
made it increasingly difficult to develop new sources of supply and build new energy 
infrastructure. The threats made by some to increase taxes on an industry that already has very 
high tax rates will, if carried out, further reduce our ability to expand supply. 

The United States has much to gain from a healthy U.S. energy industry that can compete 
domestically and globally to expand the energy supply available to the United States. Actions 
taken to weaken the U.S. energy industry will accelerate the shift in control of resources into 
the hands of national and foreign oil companies at our expense. China, India, the European 
Union and other nations are deeply engaged in helping their energy industries capture 
resources to meet the future energy needs of their constituents. We must work together to 
ensure that our nation’s energy needs are met. 

Again, Mr. Chairman, thank you for inviting ConocoPhillips to participate in today’s hearing. 
We look forward to working with this important Committee in the days ahead. 


52 


VerDate Aug 31 2005 14:52 Sep 18, 2008 Jkt 043354 PO 00000 Frm 00309 Fmt 6633 Stmt 6633 S:\GPO\HEARINGS\43354.TXT SJUD1 PsN: CMORC 



304 


Senate Judiciary Committee 
May 21, 2008 

Written Testimony 

Robert A. Malone 
Chairman & President, BP America 


My name is Bob Malone and I am Chairman and President of BP 
America. 

BP appreciates the opportunity to provide the Committee with 
information concerning our operations and investments. I am proud 
of our investments and the commitment they represent to the 
development of a secure energy future in the US. I am here today to 
convey BP’s perspective about the marketplace and share our 
understanding of the choices we as Americans must make in order 
to ensure a diverse and adequate energy supply for future 
generations. 

We are privileged to be the nation's largest producer of domestic oil 
and gas and one of the nation's largest energy investors. In 2007 
BP's US production of oil was 513,000 bpd and gas production was 
over 2 Bcfd. 

We operate the largest integrated solar manufacturing plant in the 
United States in nearby Frederick, Maryland. 

We are major investors in wind generation and have amassed a land 
portfolio capable of potentially supporting 15,000 megawatts (MW) 
of wind generation, one of the largest positions in the country. We 
are building 700 MW of wind generation this year and expect to have 
an installed capacity of 2,400 MW of wind power by the end of 201 0. 

We are one of the largest blenders and marketers of biofuels in the 
nation. Last year, BP blended 763 million gallons of ethanol with 
gasoline and we are underwriting cutting edge research - investing 
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more than $500 million over the next 1 0 years -in the search for a 
new generation of biofuels that contain more energy... have less 
impact on the environment... and which do not reduce the supply or 
increase the cost of food. Further, we just announced the creation of 
a new $1 billion joint venture in Brazil that will build two sugarcane 
ethanol manufacturing facilities to supply Brazil and the growing 
demand markets in the US and Europe. 

BP and ConocoPhillips have recently announced the launch of Denali 
-The Alaska Natural Gas Pipeline project. Denali will be largest 
private sector construction project ever built in North America, and 
the first major commercialization of Alaska North Slope gas. 

We are attempting to develop hydrogen power generation with 
carbon capture and sequestration. In California we are evaluating a 
$2 billion, industrial scale project that will use petroleum coke to 
make hydrogen for use in power generation. Carbon dioxide, a 
byproduct of producing hydrogen, will be captured and safely and 
permanently stored underground. 

In short, BP America is working to expand the supply of energy 
available to the United States and is committed to continue reducing 
the environmental impact of both energy production and 
consumption. 

Our approach has been shaped by a hard truth. 

Hard Truths 

The US today is faced with tremendous energy challenges. It is 
experiencing the impact of years of policies, poor market dynamics 
and company decisions that have limited access to resources, 
discouraged development and constrained new investment to meet 
growing consumer demand for energy. BP recognizes the negative 
effects high prices have on the economy and the consumer. We 
alone can't change the conditions that brought us here. Energy 
companies, policymakers and consumers all have a role to play in 
creating a new energy future for the US. 
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This relationship must be shaped by the recognition that the US 
economy needs both to better conserve energy and to produce more 
energy of every type to meet growing demand. We need to invest in 
conventional oil and gas. We also need to invest in renewables and 
alternatives to begin the transition to a low carbon future. However, 
we must all understand that this future is many years away and that 
renewables and alternatives will not make a material contribution to 
total US energy supply for many years. 

This view is reflected in a recent study issued by The National 
Petroleum Council in July of 2007 - Facing the Hard Truths About 
Energy . It was an in-depth, comprehensive review of the entire 
energy sector that benefited from participation and support from a 
diverse group of stakeholders and more than 1000 persons/groups 
involved in energy. 

I have integrated its observations and conclusions below and added 
emphasis as necessary. 

There is no single, easy solution to the global challenges ahead. Given the 
massive scale of the global energy system and the long lead-times necessary 
to make material changes, actions must be initiated now and sustained over 
the long term. Over the next 25 years, the US and the world face hard truths 
about the global energy future: 

• Coal, oil, and natural gas will remain indispensable to meeting 
total projected energy demand growth. 

• The world is not running out of energy resources, but there are 
accumulating risks to continuing expansion of oil and natural gas 
production from the conventional sources relied upon historically. 
These risks create significant challenges to meeting projected total 
energy demand. 

• To mitigate these risks, expansion of all economic energy sources 
will be required, including coal, nuclear, biomass, other 
renewables, and unconventional oil and natural gas Each of these 
sources faces significant challenges including safety, environmental, 
political, or economic hurdles, and imposes infrastructure 
requirements for development and delivery. 
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The Council proposed five core strategies to assist markets in meeting the 
energy challenges to 2030 and beyond. All five strategies are essential, the 
US must: 

• Moderate the growing demand for energy by increasing efficiency 
of transportation, residential, commercial, and industrial uses. 

• Expand and diversify production from clean coal, nuclear, biomass, 
other renewables, and unconventional oil and gas ; moderate the 
decline of conventional domestic oil and gas production; and increase 
access for development of new resources. 

• Integrate energy policy into trade, economic, environmental, 
security, and foreign policies; strengthen global energy trade and 
investment; and broaden dialogue with both producing and consuming 
nations to improve global energy security. 

• Enhance science and engineering capabilities and create long-term 
opportunities for research and development in all phases of the energy 
supply and demand system. 

• Develop the legal and regulatory framework to enable carbon 
capture and sequestration. In addition, as policymakers consider 
options to reduce carbon dioxide emissions, provide an effective 
global framework for carbon management, including establishment of 
a transparent, predictable, economy-wide cost for carbon dioxide 
emissions. 

The above excerpts only begin to touch upon the level of analysis 
contained in the nearly 400 page report. This report provides a 
complete assessment and a non-partisan roadmap on how and what 
to do in the area of energy policy. 

BP Operations in America 

BP's US operations have been challenged over the last few years - 
significantly impacted by a series of accidents and operational 
problems in both our refining and upstream businesses. BP has 
made significant investments to upgrade its assets, strengthen 
operations, improve its safety performance, and enhance compliance 
to prevent another such period from happening again. 

Over the last 5 years, BP in America earned approximately $31 .7 
billion after-tax. Income taxes paid over the period have steadily 
increased to an effective rate of 37% in 2007 - with BP paying over 
$14 billion in income tax over the period. Regarding investments, 
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over the last 5 years BP has reinvested in the US $31 .5 billion into 
projects across the energy spectrum. In 2007 alone, we invested 
three quarters of a billion dollars or 10 percent of our $7.5 billion US 
capital budget in alternative energy. And, over the next decade, we 
expect to continue to invest an average of $6 billion a year. 

There are some who say oil industry profitability is excessive. But 
this ignores the size and scale of our business. Comparing oil 
industry performance to that of the broader market average (Exhibit 
1 ) shows that our earnings are comparable. Looking at all the 
industrial sectors, oil and gas industry performance was in the middle 
of the pack (Exhibit 2). 

BP's investments stretch from the Gulf of Mexico to the North Slope 
of Alaska and from the East Coast to the Midwest and the West 
Coast. The company's major spending programs also touch every 
major segment of the energy industry, from exploration and 
production of oil and natural gas through refining and distribution of 
fuel products, as well as alternative energy and biofuels. By heavily 
investing in a diverse range of energy sources - from traditional oil 
and natural gas production to alternative and renewable energy 
including solar, wind and hydrogen power - BP is helping meet 
America's energy needs today while ensuring a more secure energy 
future. 

Below is a partial list of our current major investments: 

Energy Biosciences Institute - $500 million 

The institute is a joint collaboration with the University of 
California Berkeley, University of Illinois - Urbana Champaign 
and the Lawrence Berkeley National Lab. The project will look 
at the entire biofuels value chain - from feedstock to enzymes 
to process and on through to advanced biofuels molecules. 

Colorado Natural Gas - $2.4 billion 

Increase ultimate recovery of coalbed natural gas from the San 
Juan Basin of southwestern Colorado by an estimated 1 .9 
trillion cubic feet. The 13-year development program would 
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increase current BP net production of 425 million cubic feet per 
day by more than 20 percent, and maintain production above 
present levels for more than a decade. 


Whiting refinery modernization - $3.8 billion 

Upgrade and expand the Whiting refinery to increase Canadian 
heavy crude oil processing capability by about 260,000 barrels 
per day. The project also has the potential to increase motor 
fuels production by about 1 5 percent, or about 1 .7 million 
additional gallons of gasoline and diesel per day. 

Wind Power - $700 million 

BP and its partners invested about $700 million in 2007 to 
develop wind capacity throughout the US, including California, 
Colorado and Texas. During 2008, BP will construct 5 US wind 
farms with a total generating capacity of 700 MW and a total 
value of over $1 .5 Billion. This will bring our total installed 
capacity of wind generation to over 1 ,000 MW by the end of 
2008. By 201 0, we expect to have 2,400 MW installed. This is 
enough power to meet the needs of 720,000 households. 

Solar Manufacturing Expansion - $97 million 

BP is expanding the BP Solar manufacturing facility in 
Maryland, nearly doubling its capacity. When completed in 
2009 the plant will have a manufacturing capacity of 1 50 MW in 
its casting and sizing processes. 

Deepwater Gulf of Mexico - $20 billion 

BP is increasing exploration and production of oil and gas from 
deepwater reservoirs in the U.S. Gulf of Mexico. BP will 
continue development plans to explore new lease area and 
bring producing areas on-line (Thunderhorse, Atlantis...). 

Alaska renewal - $685 million 

BP is investing hundreds of millions of dollars in Alaska each 
year to commercialize and produce the billions of barrels of 
known oil resources in our Alaska portfolio. We have enough 
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known oil and gas resources to sustain production for the next 
50 years but this will require billions of dollars in new 
investments. 

Wyoming Natural Gas - $2.2 billion 

Over the next 1 5 years BP will double our natural gas 
production in Wyoming. Several hundred new wells are 
planned in the Wamsutter Field, BP's largest onshore 
development drilling program. 

Husky Energy Joint Venture - $5.5 billion 

BP and Husky will jointly develop Canadian oil sands resource 
and upgrade and modernize BP's Toledo, OH refinery. When 
fully operational the project is expected to deliver an 
incremental 200,000 bpd of oil to the US market and allow 
Toledo to produce 600,000 gpd more product to Midwest 
consumers. 

Denali - The Alaska Gas Pipeline - $600 million 

BP and ConocoPhillips have launched this project to bring 4 Bcf 
of Alaska gas to markets in the lower 48 states. The project is 
expected to cost in excess of $30 billion and will be the largest 
private sector construction project ever built. Near term 
spending will be to advance the project to an open season 
within the next 36 months. 

However, as we look to the future, the US investment climate is 
deteriorating. Various efforts have unnecessarily impeded viable and 
critical infrastructure projects; promising development areas have 
been declared off-limits; existing manufacturing operations have 
been challenged in their efforts to upgrade and expand; and new 
taxes have been proposed which will discourage future energy 
resource development. Furthermore, these stumbling blocks exist 
across the energy profile and are not just confined to oil and gas 
activities. 

Support for Renewables 
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Emblematic of these gaps are policy discussions concerning how to 
support and fund the development of alternative energy resources 
like wind, solar and biofuels. Not surprisingly, policymakers and 
consumers generally support efforts that promote the development 
of renewable energy. As reflected in our investment portfolio, BP 
concurs with this sentiment. However, there is significant 
divergence of opinion regarding the question of how to fund the 
necessary financial incentives. 

BP strongly supports the renewal of incentives for wind, solar, and 
biofuels. They are an important part of why the US has been so 
successful in developing its renewable energy sector, but we cannot 
support a tax package that discourages efforts to bring on other 
much needed energy sources (oil and gas production). As shown in 
Exhibit 3, the oil industry is already heavily taxed compared to others 
in the manufacturing sector. In fact, the effective rate for 2006 was 
nearly double that for all manufacturing companies. 

Despite the growth and development activity we are experiencing in 
alternatives, they cannot close the supply gap that is projected to 
occur over the next 20 year period. Fossil fuels like coal, oil, and 
natural gas will be critical to meeting expected energy demand 
growth. 

Based on our experience in developing renewable infrastructure, 
there are many non-financial opportunities that would be effective in 
stimulating additional investment. These include: 

• Expedited siting and permitting of transmission to allow for the 
distribution of clean power (wind, solar) from generating areas 
to load centers; 

• Providing for market, time-of-day pricing for solar power 
installations to allow homeowners and others to provide excess 
power back to the grid during the peak demand periods at the 
same rate utilities charge others; 

• Adopting a renewable portfolio standard (RPS) that requires 
power generators to utilize renewable sources like wind and 
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solar in their mix. Experience has shown that in those states 
that have a RPS, renewable usage has increased significantly. 

Biofuels 

Similar policy gaps exist in the area of biofuels. Last year's energy 
bill created significant opportunities to develop and grow the 
contribution of biofuels to the transportation fuels market. BP shares 
the view of policymakers that biofuels may be able to attain 
penetration rates of 30% by 2030 thus playing a huge role in meeting 
future transportation needs. However, the legislation created new 
challenges that could in the end create market distortions, supply 
disruptions and higher consumer prices if not adequately addressed. 
First, the implementation timetable is very aggressive, creating a risk 
to delivery of fuel in sufficient quantities to the markets where it is 
needed. Congress, while mandating biofuels blending, did nothing to 
ensure that the market was prepared to accommodate the huge 
storage, transportation and delivery infrastructure requirements 
necessary to get the product to the consumer. 

Perhaps the greatest concern is that if biofuels producers can't 
supply -fuel retailers pay a penalty; if biofuels manufacturers can't 
produce - fuel retailers still pay a penalty. In order to make the 
emerging biofuels market work effectively, there must be a shared 
obligation with biofuels producers to ensure product reaches the 
consumer at the lowest possible price. Further, we support efforts 
to transition incentives away from first generation biofuels to support 
the research, development and deployment of advanced non-food 
feedstocks, conversion technologies and fuel molecules. Similarly, 
policymakers should explore how trade policy can be improved to 
stimulate greater worldwide biofuels production and supply options 
for the US. 

Climate policy 

Our nation will face difficult choices as we take steps to foster 
economic growth, ensure our nation's energy security and protect 
the environment. Chief among these environmental concerns is that 
of global climate change. 
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A decade ago BP was the first oil company to acknowledge the need 
to reduce greenhouse gas emissions. In the years since, we have 
worked to reduce emissions from our own operations and to provide 
consumers with cleaner, lower carbon energy options. However, 
because the energy industry is so large, diverse and complex, there 
are limits to what a single company or a single facility can do to 
address this global problem. 

For that reason, BP has long advocated for the creation of a single, 
mandatory US greenhouse gas emissions registry and a market- 
based price for carbon. Market-based programs deliver the greatest 
and fastest reductions at the least cost. Just as important, they 
create a level playing field, meaning that everyone must be part of 
the solution and first movers aren't placed at competitive 
disadvantage. 

The fact that Congress has not yet addressed national climate policy 
has not deterred some from trying to impose requirements as if a 
national policy existed. 

Most recently, legislation has been adopted to discourage 
development of Canadian oil sands - the single largest oil resource 
base outside of Saudi Arabia. Additionally, a bill has been introduced 
to prevent the US from utilizing its world leading resource position in 
coal for power generation. Similarly, efforts are underway to either 
allow or encourage state or local jurisdictions to try and impose C02 
reduction targets on individual projects in order to make them 
uncompetitive and further discourage resource development. 

Why do I mention these examples? They clearly represent efforts to 
limit energy development opportunities that would enhance US 
energy security, economic development and environmental 
protection. One may only conclude that by limiting engagement, 
understanding and dialogue concerning the choices facing 
consumers, the public will accept the notion that all fossil fuel energy 
development should be discouraged. 
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We believe Congress should set policy goals and allow the market to 
decide which technologies best deliver upon the objectives it sets. 

To do otherwise stifles the very technology breakthroughs and 
developments Congress supports. 

Energy imports 

Over the years, US policy has, in effect, encouraged oil and gas 
providers to look beyond the US border to meet growing US energy 
demands, yet policymakers often question our reliance on foreign oil 
imports. Policymakers also implore OPEC to produce and develop its 
own oil resources in order to reduce crude oil prices in the US. I 
question whether it is reasonable to rely on OPEC to solve a problem 
abetted by inconsistent US policy? 

The US should strive to more fully develop its own resource base - 
to make a greater contribution to world oil supply - otherwise we will 
increasingly rely on imported energy to meet the needs of our 
growing economy. 

Our nation, with 5 percent of the world's population, demands 25 
percent of daily world production. I don’t think this is sustainable. 

The US must produce more of the energy it consumes and has a 
responsibility to use that energy wisely. 

Industry frustration levels are high because we see the potential to 
greatly expand US development opportunities (Exhibit 4). In fact, we 
have experience in the US Gulf of Mexico that demonstrates with 
the proper policy enablers industry will respond overwhelmingly. 

Since 1985, oil production from the deepwater Gulf has increased 15- 
fold, from 58,000 to 870,000 barrels per day. Despite water depths 
in excess of 1 1/2 miles, well depths as great as 30,000 ft and 
operating temperatures and pressures greater than'we have ever 
experienced, industry responded to Government encouragement to 
invest, explore and develop this resource base. This is a huge 
success story as the deepwater Gulf now accounts for every sixth 
barrel of oil produced in the US. 
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We have no reason to believe that this success can't be replicated in 
other areas across the US. 

Energy Markets 

Your hearing notice indicated an interest in understanding the drivers 
behind the run-up in crude oil and gasoline prices. The following 
provides a brief synopsis of our market view. 

Crude oil prices have increased sharply in recent years and have 
recently set record inflation-adjusted highs. The US benchmark West 
Texas Intermediate rose from an average of about $26 per barrel in 
2001/02 to $72.20 in 2006. So far this year, WTI has averaged 
$1 02.51 (through May 6 th ), and peaked at $1 21 .86 on May 6 th . 1 

Tightening oil market fundamentals have been the key driver of 
higher prices. Economic growth is always a key driver of oil demand, 
and the world has just seen the strongest 5-year period of global 
economic growth since the early 1970s. While China has seen 
strong (and particularly energy-intensive) economic growth, so has 
the rest of the world. 

Complicating this growth profile, some developing countries and oil 
exporters with rapidly growing economies subsidize prices in their 
domestic markets, thereby shielding consumers from the impact of 
rising world prices. For example, Venezuelan drivers pay about 7 
cents per gallon — the world's lowest price — and Iranian drivers pay 
about 42 cents per gallon. 2 

Supply factors have also contributed to higher prices. Production is 
declining in mature provinces such as the US, the North Sea, and 
Mexico. Growth in Russian production has slowed. Shortages of 
labor and supplies as our industry has ramped up spending, 
combined with growing resource nationalism, have resulted in 
widespread project delays. 


1 Source for price data: Platts 

2 Venezuela: NY Times 29 Oct 07; Iran: Yahoo News 17 Mar 08 
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In addition, OPEC has more successfully managed production levels, 
OPEC production cuts in 2007 were a key factor in reducing 
inventories and increasing prices. In addition, a number of OPEC 
members have experienced supply outages in recent years that 
continue to affect production levels, beginning with the PDVSA strike 
in late 2002 and including the Iraq war and civil unrest in Nigeria. 

In addition to current fundamentals, changing expectations about the 
future have also affected oil prices. Many observers feel that 
geopolitical risks to oil supply have increased in recent years. 
Expectations of rising costs (including taxes) as well as policy 
changes in oil-producing countries that constrain the industry's 
development opportunities have bolstered long-term price 
expectations. 

At the same time, a variety of factors have resulted in growing 
interest among financial investors in oil and other commodities. 
Recently, investors have responded to fears about a US economic 
downturn and a weakening dollar by seeking safety in oil and other 
stores of value, such as gold. 

All of these factors have increased the price of oil. 

The capacity for energy companies to respond with more supply has 
been constrained by several factors: 

• The project development capacity of the global energy industry 
atrophied in the 1990s after years of low prices. Accumulating 
new specialized labor and equipment takes time and is 
expensive. 

• Marshalling sufficient labor, materials, and equipment has been 
slowed by competition for resources from other industries that 
also took part in the rapid global economic expansion earlier 
this decade. The shortage of workers with relevant skills in the 
sciences is a particular concern. 

• Finally, governments have limited the ability of companies to 
respond by limiting access to resources and raising the cost of 
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doing business through new taxes and greater government 
regulation. 

Given the labor and equipment capacity constraints, companies can 
and do continue bidding for a limited number of resources (drill ships, 
platforms, supply and heavy lift vessels) needed to produce oil. This 
has raised the cost of producing oil in the US and around the world. 

What are the impacts of high oil prices? 

Both producers and consumers are responding to higher prices. Our 
industry is growing investment rapidly: Official DOE data shows that 
US onshore Lower48 production rose in 2006 and 2007 — the first 
increases since 1985. More broadly, non-OPEC supply continues to 
increase, driven by new investments in deepwater production, heavy 
oil, and biofuels. Consumers are also responding: Despite above 
average economic growth, global oil consumption growth was below 
average in 2006 and 2007. 

However, medium-term fundamentals continue to look supportive of 
a high crude oil price. It appears unlikely that the outlook for supply 
and demand will result in a massive build-up of OPEC spare capacity 
as was seen prior to the price collapse in the mid-1980s. 

Oil has always been — and will remain — a cyclical commodity. Lead 
times for capital-intensive projects are long — it can take upwards of a 
decade to develop a deepwater oilfield, and (on the demand side) 1 5 
years to turn over the vehicle fleet. It is reasonable to expect that 
prices will again experience a downside of the cycle. . .at some point. 
At the same time, a number of factors — such as rising taxes, more 
costly forms of production, and difficulty accessing reserves — 
suggest that prices will remain above previous lows in any future 
downturn. 

How does oil price influence gasoline price? 

As shown in Exhibit 5, gasoline and diesel product price trends 
virtually mirror those of crude oil over the last 6-year period. 
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However, examining recent price movements reveals that for the 
period of January 1 through May 8, 2008 gasoline price increases 
have lagged those experienced in the crude oil market (Exhibit 6, API, 
and NYMEX) 

Exhibit 7 graphically represents the components that make up the 
cost of a gallon gasoline: 

• The biggest single component of retail gasoline prices is the 
cost of the raw material used to produce gasoline - crude oil. 
Crude oil alone makes up 70 percent of pump prices (API, 2007 
EIA data). 

• Another major factor in gasoline prices is federal, state and 
local taxes, which account for 1 3 percent of the cost (API, 2007 
EIA data). The nationwide average for gasoline taxes is 
currently almost 46 cents per gallon. 

• Refining the crude oil into gasoline and retailing accounts for 1 7 
percent of the retail price (API, 2007 EIA data). Refining costs 
can be affected by several factors: 

o U.S. refineries customarily reduce production each spring 
for routine maintenance before the heavy summer driving 
season. 

o Costs to comply with various government fuel regulations 

• The imbedded profit within the refining and retailing of gasoline 
is currently about 7.5%. 

Service stations may sell gasoline from a major oil company, but 
about 95% of stations are operated by independent business people 
who determine their own prices, which include a margin to pay for 
their cost of doing business and to provide a profit (although a profit 
can't always be assured). 

Retailers base pricing on a variety of factors including the station's 
location and size, and such expenses as delivery costs, taxes, and 
contractual obligations to suppliers. Retailers also react to the prices 
charged by competing stations. If a station prices its gasoline too 
high compared to competitors, customers may take their business to 
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a station with lower prices. If a station loses enough volume, it may 
then reduce prices to attract customers. 

A station's retail price also typically reflects the cost to replace the 
gasoline currently in its tanks. If the station doesn't generate enough 
cash to buy its next delivery, the retailer would be using debt to 
finance that purchase. 

What's next? 

As I stated earlier, the US faces energy challenges today because of 
policies, market dynamics and decisions of the last few decades. 

Our focus should be to improve the situation and to lay the 
groundwork necessary to create a secure new energy future. We 
believe US interests are served by a strong energy industry 
enhancing US economic growth and enabling successful companies 
to better compete in the world economy. 

Economic development will facilitate the necessary improvements in 
environmental performance across all sectors. However, a strong 
economy can't develop absent a coherent, comprehensive energy 
policy that focuses on near, mid and long-term policy measures. 

BP has heard from consumers who truly feel the economic impacts 
of high energy prices. They recognize that prices are the culmination 
of policy choices made decades ago. Further, they question why 
energy has become a partisan issue and acknowledge that we as a 
country should reevaluate the choices that threaten our economic 
security. 

It is my commitment to pursue policies and investments that will 
enhance oil and gas supplies, produce more motor fuels and begin to 
make the transition to a lower carbon future. I would like Congress 
to partner with us in this journey? 
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Earnings of Dow Jones Industrial Average (DJIA) Companies and OH and Gas Companies 

(net income divided by revenue) 
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2007 Earnings by Industry (net income/sales) 
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It may seem surprising that oil and natural gas 
earnings are typically in line with the average 
of other major US. manufacturing industries. 
This fact is not welkincterstood. however, in part 
because reports usually focus on only* half the 
story— the profits earned. 

Profits reflect the see of an industry, but they're 
not necessarily s good reflection of financial 
performance. 


Profit margins, or earnings per dollar of sates 
(measured as net income divided by sates), 
provide one useful way to compare financial 
performance among industries of ail sizes. 

The latest, published data for 200? show the 
oil and natural gas industry earned 8.3 cents 
ter every dollar of sales compared to 7,3 cents 
for all U.S. manufacturing and 8.9 cents foe 
U.S. manufacturing. excluding t!va financially 
challenged auto industry, 
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Income Tax Expenses as Share of Net income Before Income Taxes 

1 1 Oil Companies* g ) A!! Manufacturing Companies 



2005 2006 
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Taxes: Our Industry 
Pays More Than All 
Manufacturing 


An important part of the revenue eariied ly 
U.S. cal and natural gas companies goes to 
taxes. U.S. oil and natural gas companies 
pay considerably more in taxes dr an do 
manuf acturing companies. According to 


the U.S. Energy Inf^tation Administration, 
the industry's 2006 income tax expense® 

{as a share of net income before income tastes) 
averaged 40:7 percent, compared to 22.1 
percent for U.S, manufacturing companies. 
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U S Crude OH Resources (Undiscovered Technically Recoverable Federal Resources) 


Lower 48. Onshore 
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Atlantic Onshore 
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Alaska Offshore. 26.6 Bbl Golf Offshore/ Deepwater 
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needs policies that promote greater supplies of 

oil and natural gas. not policies that hinder eu ko» example, according to lateral governnvwt 
industry's ability to provide American consumers estimates, there is enough oil in these areas to 
the energy they demand and need. We have power more than 60 million cars for 60 years. 
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Diesel. Gasoline and Crude Prices 
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Until recently. gasoline and diesel fuel prices 
closely tracked the cost of crude oil. But ever 
the last year the supply and demand picture 
has changed. Demand for gasoline has been 
met with strong suppty fed by record refinery 
production and high levels of imports. By 
contrast, the market for diesel is much tighter. 
While production has been 3bong. supplies have 
been limited by weakei imi>orts. Tire Europeans 
are exporting less to the United States, because 
they are keeping more diesel f<« domestic 
consumption. 


Diesel prices also are higher today, because it 
is a more advanced, low-sulfur fuel. Such fuels 
help improve air quality but they are more 
etpensveto refine. Today's diesel contains less 
than 15 parts per million of sulfur, compared 
with 500 parts price to 2006. 
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Average Price Increases Year to Date (cents per gallon) — January 1 to May 8 


$ 1.04 


$0.71 



Gasoline 
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Diesel 



$1.02 



Crude Oil 


The price of West Tex<*s Intermediate crude oil 
has increased by $L02 per gallon for the period 
from January 1 through May 8th of this year 


compared to the same period last year. Diesel 
prices are averaging 11.04 more per gallon and 
gasoline 71 cents per gallon more. 
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What consumers are paying for at the gasoline pump 


^ Till: l MTi:>l STATES OlfVM E UK 


Refining and 
Retailing 


Taxes 


Crude Oil 


:e: Average of gasoline components from January through March 2008. 


“Earnings differ by company. With 24 companies reporting as of May 8. 2008. figure reprise ms net income 
divided by sales calculated from company financial reports filed with the federal government. 


The biggest single component of retail gasoline 
prices is the cost of the raw material used to 
produce gasoline - crude oil. For example in the 
first quarter of 2008. crude oil alone made up 70 
percent of pump prices. Refining the crude ‘til into 


gasoline accounted for 8 percent of the retail 
pr ice. Retailing added another 3 percent to the 
retail price of gasoline. Taxes accounted for 13 
percent of the price of gasoline. 
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Peter J. Robertson 
Vice Chairman 
Chevron Corporation 

Statement Prepared for the Senate Committee on the Judiciary 
May 21, 2008 

Chairman Leahy, Ranking Member Specter, Members of the Committee. My name is 
Peter Robertson, and 1 am vice chairman of Chevron Corporation. I am here to represent the 
more than 59,000 Chevron employees (of whom 27,000 work here in the U.S.) and more than 
1.5 million stockholders who put their trust in our company each day. 1 am proud to be a part of 
an industry so vital to every American’s way of life and to the development and growth of 
economies around the world. 

Given the many challenges our country faces on the energy front, I appreciate the 
opportunity to appear before you today. I will address the factors behind rising oil and gasoline 
prices, discuss some realities of the highly competitive global energy market, and outline what 
Chevron is doing to ensure reliable supplies of energy to U.S. consumers. 

Although Chevron has been firmly rooted in California for almost 130 years, our 
operations and customers span the globe and extend across the entire energy spectrum. Globally, 
we produce approximately 1 .7 million barrels of crude oil per day — less than 2 percent of global 
demand. Chevron’s U.S. production of approximately 410,000 barrels of crude oil per day 
represents about 8 percent of U.S. total. 

We refine, transport and sell petroleum products. Chevron is the sixth-largest refiner in 
the U.S., producing about 5.8 percent of the country’s refined products. And we blend ethanol 
into almost 40 percent of the gasoline we sell in the U.S. 

Chevron is a leading producer of renewable energy. We’re the world’s largest producer 
of geothermal energy (operating 1,250 megawatts), and we’re pursuing next-generation biofuels 
and other alternatives with a number of important strategic partnerships. 

Chevron is unique among major oil companies as a leading provider of energy efficiency 
services and clean energy solutions in the nation. Our subsidiary. Chevron Energy Solutions, has 
a strong track record of providing solar power to large commercial clients across the country. To 
date, it has handled more than 800 projects, helping clients lower their energy consumption and 
costs by nearly 30 percent on average. 

Chevron strives to be a strong partner in the communities where we operate. Our 
company supports more than 1 1,000 large and small businesses throughout the country. Last 
year alone, we spent $10.8 billion with our business partners in the U.S. and supported 2,000 
charitable organizations across 43 states and the District of Columbia. 

It is precisely Chevron's size and scope that allow us to successfully compete for the 
energy resources the world and America needs. 
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Strong global demand, weak U.S. dollar have driven up oil prices 

As we meet today, the question on the minds of most Americans is, “Why are gasoline 
prices so high?” The short answer? Because global crude oil prices are so high. 

The price of oil has risen recently to above $125 a barrel - a record level and double its 
price at this time last year. Given that the largest portion of the cost of gasoline is crude oil, 
gasoline prices have risen to record heights. According to the Department of Energy, a gallon of 
regular gasoline retailed on average for $3.72 in the first week of May, with the price of crude oil 
accounting for about $2.65 of this amount Federal, state and local taxes averaged 47 cents per 
gallon, making the combined effect of crude costs and taxes $3.12 per gallon or 84 percent. (See 
Appendix chart #1) While the price of crude oil has soared, it is important to understand that the 
market forces of demand, supply and competition have prevented gasoline prices from keeping 
pace. That average gasoline price for the first week of May rose 20 percent over the price for the 
same week last year - a relatively small amount compared to the jump crude has experienced. 

Consumers and businesses feel the effects of high crude oil and gasoline prices from the 
supermarket to the airport. Chevron is both a producer and a user of energy, and we are 
concerned about escalating oil prices just as any other energy consumer is. To address these 
concerns going forward, it is important to understand the many factors affecting the price of 
oil — and, therefore, the price of transportation fuels. 

There are fundamental factors affecting the current price of oil, including rising demand, 
the reduction in the supply system’s spare capacity to deal with unforeseen disruptions, the value 
of the U.S. dollar and the associated flight to commodities, and rising risk — both above ground 
and below ground. 

We have reached a point where worldwide demand is straining the global energy system. 
Demand in non-OECD countries — what we typically think of as developing nations — is 
experiencing robust growth, pushing up overall global demand despite essentially flat or slightly 
lower demand in OECD countries. In fact, growth in non-OECD regions has accounted for over 
80 percent of the rise in oil demand since 2000, including rapidly increasing demand throughout 
Asia, particularly in China and India. The expansion has been driven by exports and 
infrastructure investment, and has consumed commodities at an unprecedented rate. It is 
important to highlight that in many important energy-consuming non-OECD countries 
government treasuries have subsidized price (Appendix chart #2 ) — a factor that has contributed 
to additional stress on supplies and price. 

The Middle East is also in the middle of a substantial investment cycle, a process that has 
kick-started oil product demand growth in the face of rising oil prices. Thus far, non-OECD oil 
demand growth has shown few signs of softening despite the U.S. economic slowdown. 

It is this economic growth overseas, especially in India and China that has helped 
hundreds of millions of people to rise above the poverty level to a better quality of life. These 
basic human aspirations and the resulting energy demand growth are forecasted to continue. 
Global energy demand is projected to increase roughly 50 percent by 2030, with demand in the 
Asia-Pacific expected to grow 90 percent over the same period (See Appendix chan Hi). And, 
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according to the Department of Energy, demand in the U.S. is also forecasted to grow by 16 
percent over the next 20 years. 

The accelerated increase in demand since 2004 has reduced the global spare capacity of 
crude oil, creating a tighter relationship between supply and demand and heightened concerns in 
markets around the world (See Appendix chart #4). Falling or flat U.S. production is a 
contributing factor and adds to these pressures. According to the Department of Energy, U.S. 
crude oil production has fallen approximately 40 percent since 1985, while U.S. consumption has 
grown more than 30 percent to more than 20 million barrels per day today. In real barrels, U.S. 
oil production is now approximately 5 million barrels per day — down from approximately 9 
million in 1985. The narrowing of spare production capacity in the world means that even when 
a relatively small amount of resource is at risk of disruption due to a variety of factors, it can 
affect the price of oil. 

This heightened market sensitivity is exacerbated by other risks. “Below ground risk” is 
increasing as energy is harder to find and more expensive to produce. “Above ground risk” is 
also occurring around the world. At home and abroad, access to new supplies has been 
restricted, making it increasingly difficult for the energy industry to invest and expand 
operations. And calls for increased taxation only serve to shrink the capital base available for 
energy development. As the recent National Petroleum Council study pointed out, our country’s 
greatest concern relative to future supplies stems not from a lack of hydrocarbon resource but, 
rather, from the risks to our ability to expand production in a manner timely enough to meet 
growing demand. Policies restricting access to new areas with resources in the United States 
combined with naturally declining mature crude oil and natural gas fields have increased U.S. 
reliance on imports from international sources. (See Appendix chart #5). 

Demand and supply pressures on oil prices are compounded by the weakening of the U.S. 
dollar. The higher oil price is in part a market adjustment that reflects the weakening purchasing 
power of oil exporting countries that sell their oil in U.S. dollars but buy goods with stronger 
currencies such as the euro. Additionally, the weak dollar — and concern by stock investors over 
the subprime issue and its impact on the stock market — has contributed to a flight to 
commodities by investors seeking better returns (See Appendix chart #6). Oil has gone up along 
with many other commodities such as gold, com, copper and even coal. 

In the U.S., consumers have begun to respond to the high fuel prices by using less. 

Recent figures from EIA suggest that petroleum product demand in the U.S. has fallen 1.4 
percent over the first two months of the year, compared with the same period last year. Gasoline 
production at U.S. refineries was at record levels over the first quarter of 2008, leaving 
inventories at their highest levels in a decade. Capacity increases at existing refineries have 
added the equivalent of 10 new refineries over the past decade. Overall refining capacity has 
increased by 20 percent since 1985 even though there are 57 fewer refineries (See Appendix 
chart #7). That retail fuel prices still remain high underscores the fact that many factors are in 
play, and, unfortunately, there are no short-term fixes to today’s price levels. 
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Finally, it is important to note that the U.S. transportation fuel markets are not only well 
supplied but also highly competitive. We are the sixth largest U.S. refiner and operate five of the 
nation’s roughly 150 refineries. Our market share is less than six percent. Marketing operations 
are similarly competitive. Chevron is the fourth largest U.S. branded marketer operating under 
the Chevron and Texaco brands. We have roughly 9,700 of the country’s 168,000 branded 
stations. And it’s important to note that 95 percent of our stations are operated by independent 
business people, who must compete aggressively against at least 40 other companies. 

Energy companies are making very little money on retail gasoline sales despite the high 
price environment. Energy company earnings from the first quarter of 2008 tell the tale. 
Chevron’s U.S. downstream operations - that part of our business responsible for refining, 
marketing and transportation of gasoline and other refined products - effectively broke even. 
That portion of our business lost money over the last six months of 2007. 

Over the years the Federal Trade Commission has scrutinized our industry carefully. 
Summarizing its oversight of the industry in 2004, FTC concluded: “In sum, mergers have 
contributed to the restructuring of the petroleum industry in the past two decades but have had only a 
limited impact on industry concentration. The FTC has investigated all major petroleum mergers and 
required relief when it had reason to believe that a merger was likely to lead to competitive harm. The 
FTC has required divestitures in moderately concentrated markets, as well as highly concentrated 
markets.” 1 (See Appendix chart #8) 


Energy challenges are immense -so is the infrastructure needed for supplies 

To understand today’s energy reality, I would emphasize that the energy system is global, 
vast and complex. For each minute we spend here today, the world will consume the equivalent 
of 7 million gallons of oil-equivalent. For decades it also has delivered energy to over a billion 
people around the globe efficiently and reliably. The infrastructure that produces energy in one 
part of the world and delivers it to another is highly interconnected — physically and to the global 
markets that set oil prices. Each depends upon the other. Although the United States is a key 
producer and the leading global consumer, we are only one part of this global system and cannot 
be isolated or immune from issues that either shape or upset global market dynamics. 

There has never been a more urgent need to be realistic about the energy system’s 
interdependence and its size and scale. We also need to recognize the magnitude of resources — 
both financial and organizational — needed to keep it running. Today’s energy infrastructure 
requires substantial ongoing investment to sustain production, tap new sources and meet growing 
demand. In fact, in its 2007 Energy Outlook, the International Energy Agency has projected that 
the world will require $22 trillion in new energy investments by 2030, with $7 trillion needed to 
produce the resources — the crude oil, natural gas, coal and biofuels — needed to meet demand. 
Nearly half of these investments will be in developing countries. 


! Federal Trade Commission. "The Petroleum Industry: Mergers, Structural Change and Antitrust Enforcement," 
August 2004 
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As we strive to meet demand, we are overcoming increasingly extreme and remote 
environments while responding head-on to the challenges posed by climate change. Our industry 
has evolved over the last 100 years from drilling with relatively simple wooden derricks that 
barely scraped the earth’s surface to complex offshore platforms that produce oil from reservoirs 
located miles below, where pressures can exceed 20,000 pounds per square inch and 
temperatures can surpass the boiling point. One new crude oil project on the frontiers of the Gulf 
of Mexico can cost more than $5 billion and take more than 10 years to bring onstream. A recent 
expansion of production at the Tengiz field in Kazakhstan which added less than one percent to 
global oil supplies took more man hours of labor than the construction of the Panama Canal. We 
will need as many of these projects as we can get. 

And costs are escalating. The competition for resources to meet that demand has resulted 
in rising costs for our industry. Costs in the upstream sector have doubled since the year 2000, 
reflecting higher prices for everything from steel, drilling rigs and offshore vessels to bulk 
materials, engineering, construction and labor. Similarly, the capital costs for our downstream 
refining, processing and chemical businesses are sharply higher. 

Today’s environment illustrates an industry truism: The era of easy access to cheap oil is 

over. 


There are significant challenges and paradigms about energy that need to be resolved so 
that we can generate the kind of production at a scale needed to meet U.S. demand. These 
challenges will take time, money, new infrastructure and advanced technology to solve. For the 
foreseeable future it also will take contributions from all energy sources — traditional energy, 
renewables and energy efficiency. 


Competing in the global marketplace requires scale and strength 

Today’s global resources are increasingly nationalized, and single crude oil and natural 
gas development projects run in the billions of dollars. The search for the next source of energy 
and delivering it to markets on six continents — whether oil or next-generation fuels from 
renewable sources — takes enormous capital, specialized expertise, advanced technology and 
human energy that characterizes Chevron. 

From a global perspective, sovereign states and their national oil companies own the 
majority of the resources consumers need. Chevron ranks 1 8 1 * 1 in terms of its access to oil 
reserves. ( See Appendix chart #9). U.S. energy companies need the scale that is necessary to 
partner and compete with these large national oil companies to gain access to critically needed 
energy resources that fuel America’s cars, heat America’s homes and power America’s 
businesses. 

The U.S. is advantaged by having large, well-capitalized oil and gas companies that can 
partner and compete with this group of national oil companies. And. policies that disadvantage 
U.S. companies’ ability to compete in the global marketplace — such as proposals to levy 
addition taxes on the industry — diminish our ability to provide new sources of energy. 
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Chevron is aggressively investing to develop new energy supplies 

We are actively responding to the energy demand of the United States and countries 
around the world — investing aggressively to develop energy supplies to meet today’s and 
tomorrow’s needs. Our activities span a diverse portfolio of energy interests, including 
traditional oil and gas, renewables, alternatives, energy efficiency services, and research and 
development in future energies. Between 2002 and 2007, Chevron invested approximately $73 
billion back into the business to bring new energy supplies to market — investing what we earned. 
Some $22 billion of that sum was invested in our U.S. operations. 

Our capital program for 2008 is close to $23 billion, an increase of nearly $3 billion over 
our 2007 investment, and nearly triple what it was in 2004. Globally, Chevron currently has 40 
major capital oil and natural gas projects in the planning, engineering or development stage, each 
with a net Chevron share of the investment over $1 billion. These projects are critical to 
supplying the energy that the world needs and will be important to closing the gap between 
supply and demand, which is key to addressing the challenge of high prices. Out of this queue of 
40 major supply projects, eight are located in the United States. And there are many other 
upstream projects under $1 billion that will have significant production once they come 
onstream. 

A number of these projects are situated at the forefront of development and employ 
leading-edge technology. As alluded to earlier, factors such as size, organizational capability and 
the ability to assume the inherent risks in developing technology and undertaking large 
investments are essential assets when competing in today’s global energy environment. Even 
though Chevron is relatively small compared with its nationalized competitors, it is a strong 
competitor. This is an industry in which size, technological capabilities and financial strength 
are the new “price of entry,” and large-scale and frontier energy developments are the norm 
versus the exception today and in the future. 

Let me highlight an example to illustrate what we do. We are working on several 
deepwater crude oil and natural gas projects in the U.S. Gulf of Mexico. One of these, known as 
Tahiti, offers a typical case study in the risks facing this business today in terms of timing, scale 
and cost. Wc acquired the Tahiti leases in the 1990s. In 2002, we used leading-edge technology 
to drill in 4,000 feet of water and found an estimated 400 million to 500 million barrels of 
recoverable resources. It wilt take seven years to build the infrastructure required to produce the 
oil and gas more than a 100 miles olfshore. When Tahiti finally comes online next year, we will 
have invested $4.7 billion — and dedicated personnel and resources for over a decade to manage 
exploration, permitting, engineering and development — before realizing $1 of return on our 
investment. Once in production, Tahiti is expected to produce for up to 30 years. Tahiti is 
expected to add 125,000 barrels of oil and 70 million cubic feet of gas per day to the U.S. 
domestic supply. 

Today in the United States, the major oil and natural gas projects we have under 
construction have a total peak production capacity of 420,000 barrels per day of oil-equivalent. 
All these projects are expected to be in production by 2010. 
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We are also aggressively developing and applying new technologies to extend the life of 
existing fields. This year we expect to spend nearly $1 billion on the sophisticated technology 
and ongoing development activities required to produce as many barrels as possible out of our 
100-year-old Kern River field in California. This investment in our base business is a very 
important. Aside from sustaining our capability to provide oil today, these efforts help us 
understand how complex oil reservoirs work — knowledge and technology that we can apply 
around the world so that our partners also can enhance their oil recovery from known resources. 
In fact, one of the reactions to high oil price has been a renewed focus on existing fields 
industrywide, a trend that is helpful in the near term and should be encouraged. 


Chevron is investing in critical downstream refining and marketing infrastructure 

We are also investing in our refineries and marketing business to continue to improve our 
ability to supply the products U.S. consumers need. We are investing $2.3 billion in 2008 in our 
U.S. downstream assets. Since 2002, we have invested $5.2 billion and we have developed 
additional production capacity of more than 1 million gallons of transportation fuel production 
per day. Our investment in U.S. downstream refining and marketing assets in 2007 accounted for 
almost half of our 2007 global downstream capital expenditures, even though our U.S. operations 
only accounted for about a quarter of our downstream business earnings. We also are investing 
in refineries outside the United States, such as Pembroke, Wales, which can produce gasoline to 
meet U.S. and California specifications. 

Chevron’s refinery investments have focused on achieving several goals, including 
upgrading our capability to provide more transportation fuels from more diverse crude oil 
feedstocks, improving reliability and energy efficiency, enhancing environmental performance of 
our facilities, and producing cleaner burning fuels. 

At present, we are working on major projects at each of our big three U.S. refineries. We 
are advancing through the permitting process for projects at our El Segundo and Richmond 
refineries in California. At Chevron’s Pascagoula, Mississippi, refinery, construction began this 
year on a new gasoline production unit. The project will improve equipment reliability and 
utilization and allow the refinery to optimize product yields. Gasoline production at the refinery 
is expected to increase by approximately 10 percent, or about 600,000 gallons per day, upon 
completion of the project in mid-2010. 

Focusing on the longer term, we have recently announced a research and development 
project to further advance refining technology. Known as VRSH, which stands for Vacuum 
Resid Slurry Hydrocracking, this technology will help us produce transportation fuels from 
heavy crude oil otherwise used for other lower-grade petroleum products. We spent almost five 
years working on the project in a lab setting testing the technology. We announced in March that 
we are beginning work on a pre-commercial plant at our Pascagoula refinery that will take two 
years to construct. We will learn more about the technology for a few years before we will be 
able to confirm whether we can build one of these plants at full scale. Once that decision is 
made, it will take another several years after that to complete. This kind of step-by-step process 
is needed to ensure we are making the right decisions. They take time. 
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We are committed to remaining a reliable supplier to our customers, but it is important to 
remember that investments are sensitive to local permitting decisions and market forces. For 
example, we hope to soon finalize the plans for the Richmond refinery project The process of 
obtaining these permits has already taken more time than constructing a new state-of-the-art 
refinery we are investing in with partners in India or completing a major refinery expansion in at 
our joint- venture refinery in Yeosu, Korea. 

At a more fundamental level, government policies — such as the recently passed energy 
bill with its very ambitious program for renewable fuels — have created new uncertainties over 
how much additional U.S. refining capacity may be needed to meet future U.S. demand. 
Nonetheless, we are aggressively investing in the critical energy infrastructure this nation needs 
to continue to reliably supply fuels to customers. 


Diversifying energy and fuel sources 

At the same time that we are investing at the forefront of traditional energy such as oil 
and gas, we also are pursing advances in renewable technologies that are needed to help diversify 
supply and meet the challenges of tomorrow. To add to domestic energy resources. Chevron and 
many other companies are making investments in renewable energy. Since 2002, Chevron has 
spent more than $2 billion to develop renewables and energy efficiency services. Between 2007 
and 2009, our spending on renewable technologies and energy efficiency solutions will be an 
additional $2.5 billion. 

Chevron is investing in new technology to unlock the enonnous potential of cellulosic 
ethanol. In 2006, we formed a biofuels business to advance technology and pursue commercial 
opportunities related to the production and distribution of ethanol and biodiesel in the United 
States. We recently announced a joint venture with Weyerhaeuser Corporation to pursue the 
research necessary to commercialize production of biofuels from nonfood sources. Catchlight 
Energy will work to develop technology that will lead to commercial biofuels production. 

And more research is needed. We have strategic biofuels alliances with Georgia Tech, 

UC Davis, Texas A&M, the U.S. Department of Energy’s National Renewable Energy Lab and 
the Colorado Center for Biorefining and Biofuels. We also are participating with AC Transit in 
the San Francisco Bay Area (California) on a zero-emission hydrogen bus project. 


Chevron is taking aggressive steps to increase energy efficiency 

The energy challenges we face, globally or in the United States, cannot be met by 
addressing only the supply side. It is also important for all of us to realize that the most readily 
accessible source of new energy is conservation and efficiency. At Chevron, we embrace 
conservation as an important business strategy, and we are in our 1 7 ,fl year of a focused effort to 
increase our own energy efficiency. Since 1992, we have increased energy efficiency by 27 
percent. 
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And through Chevron Energy Solutions (CES), we are delivering energy efficiency 
projects that benefit federal, state and local governments; the public; and the environment. CES 
has completed over 800 projects involving energy efficiency and renewable power in the United 
States. These projects have accounted for over SI billion in energy and operational savings, 
helping clients lower their energy consumption and costs by nearly 30 percent on average. 

Chevron Energy Solutions has implemented energy efficiency, energy management and 
related energy improvements at government facilities across the United States. These projects 
include U.S. military bases such as: Beale Air Force Base, California; Department of the Navy, 
Marine Corps Logistics Base, Georgia; Department of the Army, Picatinny Arsenal, New Jersey; 
and the Department of the Army, Corpus Christi Army Depot, Texas. CES also has developed 
energy efficiency, solar power and clean energy projects for the U.S. Postal Service, including its 
Processing and Distribution Center in Oakland, California, and Mail Processing Facility in San 
Francisco, California. Another California solar project at Contra Costa Community College near 
San Francisco is the largest of its kind at an institution for higher learning in North America. The 
project, when completed, will generate 3.2 megawatts of solar power and will save the college 
$70 million in energy costs over 25 years. 


The National Petroleum Council Study: Urgent action is needed 

There is no single or short-term solution to satisfy the world’s growing appetite for 
energy — or to prevent the United States from being affected by the global energy dynamic. We 
are in a new energy era, one defined by increased demand and constrained supply. 

We need a range of realistic solutions, and we need them at scale. 

We literally need all the energy we can develop and to use energy more wisely. This 
includes oil, natural gas, coal and nuclear power. It also includes renewables. And, just as 
important, it includes a focus on energy efficiency. The U.S. Energy Information Agency 
forecasts that over the next 25 years oil, coal and natural gas will provide roughly the same 86 
percent of the world’s total energy mix as they do today. The energy industry and other parties 
are making investments in all these areas, and it is important that they continue. All are needed 
to provide important additions to our energy supply portfolio. And all will play an important role 
in meeting increased energy demand. 

At a time when more supply is needed, the United States has been reluctant to access 
some of its own resources. Chevron and others have been talking about the constrained supply- 
demand dynamic for the last several years, urging greater access to U.S. resources, onshore and 
offshore — especially given the time it takes for projects to come onstream. Instead, we have 
been increasing our demand on exporting countries because of policy decisions made here at 
home. Any serious measures toward energy security must seek to reverse this equation. As the 
world’s largest consumer of energy, actions we ask of other producers must be matched at home. 
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Energy underpins every aspect of our society and our growing economy. The scale and 
breadth of the U.S. energy system is unsurpassed in the world, as is our energy demand, which is 
forecast to soon to need 1 million barrels of oil an hour of supplies. A sustained, reliable supply 
is essential, and that is achieved by bolstering supplies and moderating demand. The Energy 
Independence and Security Act of 2007 had important measures to moderate demand. However, 
it missed taking the additional step we believe is also urgently needed — improved access to 
“off-limits” oil and natural gas resources that we will need 10, 20 and 30 years from now. 

Last summer, the National Petroleum Council (NPC) issued a sobering study called 
“Facing the Hard Truths About Energy,” which outlines a comprehensive, integrated approach to 
U.S. energy security. The NPC study is a broad-based consensus effort representing the views of 
an impressive range of experts and stakeholders. Input was sought from more than 1,000 other 
stakeholders, in the U.S. and abroad; there were 350 participants with backgrounds in all aspects 
of energy including efficiency, economics, geopolitics and environment; 65 percent of 
participants were from outside the oil and gas industry, including nongovernmental 
organizations, academia, government, environmental and financial. 

The NPC study highlights the need for an integrated national strategy given accumulating 
risks to the supply of reliable, affordable energy. The study highlights a number of “hard truths”: 

• Coal, oil and natural gas will remain indispensable to meeting total projected energy 
demand growth. 

• The world is not running out of energy resources, but there are accumulating risks to 
continuing expansion of oil and natural gas production from the conventional sources 
relied upon historically. These risks create significant challenges to meeting projected 
energy demand. 

• To mitigate these risks, expansion of all economic energy sources will be required, 
including coal, nuclear, renewables, and unconventional oil and natural gas. Each of these 
sources faces significant challenges — including safety, environmental, political, or 
economic hurdles — and imposes infrastructure requirements for development and 
delivery. 

• “Energy independence” should not be confused with strengthening energy security. The 
concept of energy independence is not realistic in the foreseeable future, whereas, U.S. 
energy security can be enhanced by moderating demand, expanding and diversifying 
domestic energy supplies, and strengthening global energy trade and investment. There 
can be no U.S. energy security without global energy security. 

• A majority of the U.S. energy sector workforce, including skilled scientists and 
engineers, is eligible to retire within the next decade. The workforce must be replenished 
and trained. 

• Policies aimed at curbing CO 2 emissions will alter the energy mix, increase energy- 
related costs and require reductions in demand growth. 
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The NPC study sets forth five core strategies to assist markets in meeting the energy 
challenges to 2030 and beyond. The United States must: 

t. Moderate the growing demand for energy by increasing efficiency of transportation, 
residential, commercial and industrial uses. 

2. Expand and diversify production from clean coal, nuclear, biomass, other renewables, 
and unconventional oil and natural gas; moderate the decline of conventional oil and 
natural gas production; and increase access for development of new resources. 

3. Integrate energy policy into trade, economic, environmental, security and foreign 
policies; strengthen global energy trade and investment; and broaden dialogue with both 
producing and consuming nations to improve global energy security. 

4. Enhance science and engineering capabilities and create long-term opportunities for 
research and development in all phases of the energy supply and demand system. 

5. Develop the legal framework to enable carbon capture and sequestration (CCS). In 
addition, as policymakers consider options to reduce CCT emissions, provide an effective 
global framework for carbon management, including establishment of a transparent, 
predictable, economy-wide cost for COj emissions. 

The study further recommended that markets should be relied upon wherever possible to 
produce efficient solutions. Where markets need to be bolstered, policies should be implemented 
with care and consideration of possible unintended consequences. 

The study is a catalyst for action. And action is needed now on all of the 
recommendations. 


Changing the conventional wisdom on energy 

We welcome serious dialog about measures that can be taken to help the consumer deal 
with these rising energy and fuel prices and develop a comprehensive energy policy. 

Let me reiterate that the NPC study has given us sound, sensible and achievable 
solutions. To successfully implement these recommendations, we need to change our 
conventional wisdom about energy development and its use. 

First, we need to value energy as a precious resource. Energy efficiency is the most 
immediate and important action that each of us can take to contribute to rising energy prices. 

The United States must become a nation of energy savers. In short we need a “Made in 
America” solution enabled by everything from human ingenuity, to “smart” buildings, to 
advanced vehicles and transportation systems, increased energy efficiency and conservation will 
help reduce demand for energy and will reduce pressures on the system. Markets are indicating 
U.S, consumers are already taking action. Congress has a critical role to play to engage the U.S. 
public and put the United States at the forefront of responsible energy use. 

Second, we need all the energy we can get from every available source. We must 
continue to bring traditional energy supplies to market, and invest in the critical energy 
infrastructure this nation needs, even as we are developing alternatives sources of energy. 
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Third, on the supply side, we need your help to open up the 85 percent of the Outer 
Continental Shelf that is now “off limits” to environmentally responsible oil and gas exploration 
and development. We cannot expect other countries to expand their resource development to 
meet America’s needs when our government limits development at home. Along with access, it 
is also important to streamline permitting processes to enable new resource development, 
additional recovery in existing fields and continued investment in critical downstream 
infrastructure to progress in a reasonable timeframe. 

Fourth, I would encourage careful evaluation of policies that can lead to unintended 
consequences and create inefficiencies in the gasoline supply system. Today we have 17 
“boutique” fuel requirements across the eountry, requiring us to blend unique gasoline products 
for different states and different localities. More requirements on fuels are being added through 
renewable fuel mandates and proposed climate policies. For example, we are under a mandate to 
include rising levels of corn-based ethanol in our gasoline products and, over time, add 
significant quantities of ceilulosic ethanol. At the same time that we are accommodating these 
new mandates, policymakers have proposed legislation to reduce greenhouse gas emissions that 
again is disproportionately burdensome on the transportation fuels sector. We urge you and your 
colleagues to reflect on how to advance these important national policies without inadvertently 
disrupting our ability to provide the gasoline and transportation fuels that the United States 
needs. Rationalization of these multiple requirements will create greater efficiencies in the fuel 
supply system. 

Finally, we urge you to reject punitive measures on our industry. Regardless of intent, 
these will diminish our ability to invest in the long term solutions critical to maintaining this 
country’s energy infrastructure and supplies, as well as our ability to develop diverse energy 
resources for the future. As reported recently by the Congressional Research Service, a similar 
measure in the 1980s resulted in lower domestic production and increased dependence on foreign 
sources. " Put simply, actions drawn more from emotion than sound policy will hurt everyone. 

American energy companies operate at the frontier of geography, geology and 
technology. As the world’s largest energy consumer, and as a country blessed with rich natural 
resources, Americans need our ingenuity and your leadership. With your help we can continue to 
develop the critical energy supplies and infrastructure needed to supply this nation and support 
this economy. Our collective actions today will demonstrate leadership on issues that are within 
our control. They will bolster us today, prepare us for tomorrow and set in motion a wave of 
innovation and responsible development for many years to come - to help us weather the 
powerful forces we cannot control. 

How we as a country deal with our energy future is nothing less than an urgent matter of 
our energy and national security 


2 (Salvatore Lazzari, "The Crude Oil Windfall Profit Tax Of The 1980s: Implications for Current Energy Policy." Congressional 
Research Service. 3/9/061 
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Ultimately, polices should recognize the interdependence of the United States within the 
global energy system, while at the same time capitalizing on our country’s own extensive energy 
endowment. These are not insignificant challenges, and they will require leadership and 
collaboration. We look forward to working with you to address these challenges. 

Chevron will continue to do its part. 

Thank you. 
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J. S. Simon 

Exxon Mobil Corporation 
Hearing of the U.S. Senate 
Committee on the Judiciary 
May 21, 2008 


Thank you Chairman Leahy, Ranking Member Specter, and members of the 
Committee. 

Energy is essential to the U.S. economy and is a topic on many Americans’ 
minds. They are raising important questions about how our industry is 
helping meet their vital energy needs at competitive prices. 

I welcome the opportunity to respond to these questions, and to clear up 
some misconceptions regarding our industry. And to this end, I would like 
to make two points during my allotted time. 

First, the prices Americans pay at the pump reflect the dynamics of an 
enormous, international market for energy - which means that in order for 
American energy companies like ExxonMobil to successfully compete, it is 
vital that we have sufficient financial strength and scale. 

To meet the world’s growing demand for energy of all types, an estimated 
total investment of $22 trillion is needed between 2006 and 2030 - or 
roughly eight times the size of the estimated 2007 federal budget. 
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Within this vast global marketplace, competition is fierce. ExxonMobil is 
the largest U.S. oil and gas company - but we account for only two percent 
of global energy production, only three percent of global oil production, only 
six percent of global refining capacity, and only one percent of global 
petroleum reserves. With respect to petroleum reserves, we rank 14’\ 
Government-owned national oil companies dominate the top spots. 

For an American company to succeed in this competitive landscape and go 
head-to-head with huge, government-backed national oil companies, it needs 
financial strength and scale to execute massive, complex energy projects 
requiring enormous, long-term investments. 

To simply maintain our current operations and make needed capital 
investments, ExxonMobil spends nearly one billion dollars a day. 

Over the past 25 years, we have invested S355 billion dollars in new energy 
projects - which is more than we earned during this same period. Over the 
next five years, we plan to invest at least $125 billion more. 

Our profitability in absolute terms is large, but it must be viewed in the 
context of the massive scale of our industry, and our dependence on high 
earnings in the current up cycle to sustain the huge investments required 
over the longer term. 

The second point I would like to make addresses the concerns your 
constituents and our customers have about where their gas dollars are going. 
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Last year, the average price in the United States of a gallon of regular 
unleaded gasoline was around $2.80. 

On average, in 2007 approximately 58 percent of the price reflected the 
amount paid for crude oil. 

Consumers pay for that crude oil - and so do we. Of the 2 million barrels 
per day ExxonMobil refined in 2007 here in the United States, 90 percent 
were purchased from others. Last year we spent over $40 billion ourselves 
buying crude oil and feedstocks on the open market to fill our U.S. 
refineries. 

Fifteen percent of the average price Americans paid at the pump last year 
reflected the amount collected in federal, state and local taxes. 

The remaining 27 percent reflected refining, marketing and transportation. 

For our refining and marketing business, that 27 percent would be more than 
23 percent costs and less than 4 percent earnings - which translates to 
earnings of only about 10 cents per gallon of product sold. That is about one 
quarter of the amount claimed by taxes. 

Since last year, the increase in gasoline price - and more - can be attributed 
to the rise in the cost of crude oil. Product prices have not risen as much as 
crude oil, so industry margins have been reduced. In fact, our U.S. refining 
and marketing earnings have actually been cut by more than half compared 
to last year, to approximately 4 cents a gallon sold. 
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Our margins are tight because our industry is very competitive. The Federal 
Trade Commission and other government agencies have repeatedly 
confirmed this fact. 

When energy prices are high, the urge to point fingers at oil companies is 
strong. 

But undercutting the ability of American companies like ExxonMobil to 
compete in a huge global marketplace only makes it harder for Americans to 
secure the energy they need at competitive prices. 

We should instead work together to strengthen U.S. competitiveness and 
meet the needs of the American people we all serve. 

Thank you. 
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Table referenced in Senator Fein gold’s opening statement : 


Capital Spending 
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